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REVISIONS OF WITNESSES 


VOLUME “0 
2806 el Change "constant" to "cost" 
2818 19 Change fon” to "or" 
21 Change “qualified"’to "qualifies" 
2823 26 Change "first" to “certain” 
28 Change "terminal" to "oractically"” 
2825 21 Insert "legislation" after "this" 
22 Insert "suaranteed" after "issue" 
2828 12 Insert "the" after "or" 
2837 4 Geanee! Santee) Tort db 
26 Insert "the earnings by" after "divide' 
2846 9 Change "Poor" to "Poor's" 
2857 29 "Change "that" to "rates" 
2858 22 Insert "do not" after "oii" 
2859 8 Insert "railroad"after "big" 
9 Change "they" to ~“railroads” 
16 Change "make" to "take" 
2860 4 Insert "Nautilus gofng under the" 
after "the" | 
het Change “with” to "for" 
8 Insert "now" after "traffic" 
last Change “is" to "was" 
2861 ist 4 Change to read: “inflation in the 
accounts of our railroads. The 


famous case of Smyth v. Ames in- 
volved Union Pacific Railroad. 
That company was involved in the 


Credit 


Mobilier scandal and 


millions of dollars of water was 
reported charged to its accounts." 
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Revisions (cont'd) 


Strike "study of it, and" and 
substitute "finding of its cost 
of plant, and its" 


Change "and" to "about" and "of" 
te" with” 


Change "the" to "a" 


Change "is" to "are" 


ERRATA 


Change "such" to "state" 
Change "community" to "common" 
Change “basis" to "base" 


Change "basis" to "base" 
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TORONTO, ONTARIO Ottawa, Ontario, 
Thursday, 
December 17, 1959. 


---On commencing at 10.00 a.m. 


THE ACTING CHAIRMAN: All right, Mr. Sinclair. 
Mr. Sinclair, before we proceed, we had hoped 
this morning to release the dates of the western sittings 
and they are being run off on the machine right now and 
we will have them for the press in time for the first 
adjournment. 
MR. SINCLAIR: The next witness, sir, is 
Mr. Charles W. Smith, please, 
MR. FRAWLEY: Rather than have Mr. Smith 
come from his chair at this time, I would like to make 
a statement which I have intimated I proposed to make 
and I think which should go on the record.as.my submission 
at this time. 
Now, I object to the proposal of Canadian 
Pacific using a rate of return of 64 per cent upon the 
roperty investment which they say is properly allo- 
cable to grain traffic, because, in my submission, 
his Commission, unless it wants to depart entirely 
n its own inquiry, in my respectful submission, 
hould confarm to the rule which has been laid down 
ith respect to cost of money by the Board of 
ransport Commissioners; and I also would like to 
efer thé Commission to no more than just the fact 
hat the Turgeon Commission also refused to recom- 
end that the rate base and rate of return technique 
e introduced to revenue cases by the Board of 
ransport Commissioners. 


Then we have the rate base and rate of 
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return case where, as we know, the Board refused to 
recommend the adoption of rate base and rate of return 
as the sole criterion for the fixing of freight rates 


in Canada. There are several places where the Board 
dealt specifically with it,and I would do no more than 

to call the Commission's attention to one or two passages 
on page 63, and I am referring to the pamphlet copy of 
the Judgment of February the 15th, which is the Judgment 
of the Board, dated February 15th, 1954, and on page 63 
the Board says: 

"Both Mr. C. W. Smith and Mr. Nixon" -- 

Mr. Nixon is earlier described in evidence as a witness 
produced by the railways; he was, as I recall, an invest 
ment banker living in Montreal and associated with one 
of the well known investment houses there. 
"Both Mr. C. W. Smith and Mr. Nixon 

appeared to place great importance on the 

‘investor confidence' that they thought 

would result if the Board were to grant 

Canadian Pacific's request for the fixing of 

a 65 per cent return on its railway investment." 

I am not going to read it all, and I am 
telling my friend I am not reading it all, in case he 
wants to read it all, but in that same paragraph -- 

I am reading again -- 
"As was agreed by Counsel for Canadian 
Pacific, the fixing of a rate of return is 
no guarantee that it will ever be earned." 
hen I want to read this passage: 
"The evidence of Messrs. Smith and Nixon, 


portions of which I have quoted, leaves very 
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much in the realm of speculation and conjecture 


what effect on investors the granting of the 
request for the fixing of a 64 per cent return 
would have. .Ivalso.agree with Dr.Bonbright ---" 
Dr. Bonbright was a Professor of Public Finance at 
Ade tanit ts University.- 
"___ T also agree with Dr. Bonbright that 


there is little precedent for the proposal 


in that respect and that its determinatim 
is not deo to tie) cece thst len of 
the request for a further 9 per cent 
general increase even if that request were 
not a conditional one." 

Then on page 71, dealing with the summary 

of conclusions, conclusion numbered 3: 

"The Board declines to accept the rate- 
pase-rate-of-return method proposed by the 
Canadian Pacific Railway Company which, with- 
in the meaning of this application, would be 
the sole method of determining a permissive 
level of rates." 

Then conclusion numbered 4: 

"Tt follows that the Board declines to 
make a declaration that a return of not less 
than 64 per cent is a fair return on the 
suggested rate base representing the net 
investment of the Canadian Pacific Railway 
Company in its rail enterprise." 

I now proceed to the last 17 per cent Case, 


the Judgment of November 17th, 1958. There the 
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er) 


Commission will find on pages 12 and 13, a discussion 
of the method of determining what has come to be owe 
as the permissive level of earnings, and the Commission 
will find there at page 31 of that same Judgment of 
the 17 per cent Case of 1958, Exhibit 58-30; that is 
the exhibit of the Canadian Pacific Railway. There 
the requirements are set out -- and it is Exhibit 58-31 
(these exhibits are on the same page) -- there the 
requirements are set out as follows: Fixed charges -- 
$16,929,000; Dividends -- $20,661,000; an Allowance 
for Surplus -- $15,235,000; Allowance on Account 
of Transfer of Non-Rail Assets to Rail -- $2,400,000, 
which gives a total requirement of $55,225,000. 

Now, if the Commission would go to Schedule 14 
in Mr. C. W. Smith's memorandum --- 

MR. SINCLAIR: It is not even filed. 

MR, FRAWLEY: I am going to ask the Com- 
mision to bear with me, because my objection -- my 
friend says that I am not permitted to read Schedule 
14, and I simply say that the most recent information 
is that there is a property investment of 
$1,440,149,678. That is the figure that is given 
to me by my adviser Mr. K. J. Morrison. Ifyou 
take the figure of $1,440,000,000 and the require- 
ments allowed by the Board in the 17 per cent Case 
of November 17th, 1958, and if you do the sum required, 
you will find that the rate of return disclosed by 
those figures is 3.83 per cent. 

Now, in my view, that figure could not be 


exceeded in a proceeding of this kind where a portion 
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of the traffic is being costed, and to support that 
I want to call the Commission's attention to two 
matters. I first want to call the Commission's 
attention to the Judgment of the Board dated the 25th 
of January, 1952, and that is reported in 68 C.R.T.C., 
273, and I would ask the Commission to go to page 21 
of that Judgment where the Board is dealing with just 
what I have been dealing with here, the permissive 
level of earnings.and what it is in terms of rate 
of return, and I read as follows, on page 21: 
"Based upon the evidence submitted in 
this and in previous cases, we have computed 
the amount which approximates, in cur opinion, 
the net investment in railway property made 
by the C.P.R. as at December 31, 1951. After 
making due allowance for any items which 
may be contained therein that would be open 
to question upon a full and detailed examina- 
tion of the consist of the items making up 
the total, the figure arrived at amounted 
to approximately $1,100,000,000, An earning 
requirement of $46,644,000"--- 
which I may interrupt to say was the permissive level 
of earnings. 
MR. SINCLAIR: May I, please? 
MR. FRAWLEY: I would like to read one 
more line. 
MR, SINCLAIR: IT think my friend and 
the Commission will recognize that the Board of 


Transport Commissioners, in the Judgment my friend 
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is referring to, were careful to point out, just before 
they made the comments that he is referring to, that 


they would not attempt to prejudge the amount that the 


Canadian Pacific Railway might regard as a fair return 


on invested capital. "This latter question was not 


argued in the present case and may be determined in 
a separate and later hearing..." I think my 
friend, in light of that --- 

THE ACTING CHAIRMAN: Well, since you are 
up, Mr. Sinclair, I will ask you again what I asked 
you the other day, and that is the evidence that you 
propose to lead now is not addressed in any way to 
the method to be adopted by the Board of Transport 
in fixing just and reasonable rates? 

MR. SINCLAIR: It is not addressed to you, 
sir, and the Commission. 

THE ACTING CHAIRMAN: That is, that we. 
should recommend that the method adopted by the 
Board should be different from what it is now? 

MR. SINCLAIR: The method, no, sir. i 
am not asking the Commission to recommend to the 
Governor -General-in-Council that the permissive level 
of net rail income of Canadian Pacific be on a fixed 
rate basis. 

THE ACTING CHAIRMAN:. That is not the 
recommendation being asked for in the Turgeon Com- 
mission, for instance? 

MR. SINCLAIR: No,” sir. 

MR. FRAWLEY: I was not making that the 


principal part of my argument at all, but I will 
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m 

<< 

os 
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address myself to what my friend has said after I have 


read this. 


Reading from page 21 of the Judgment of the 


Board on January 25th, 1952, it says: 


"After making due allowance for any items 


which may be contained therein that would be 
open to question on a full and detailed examina- 
tion of the consist of the items making up the 
total, the figure arrived at amounted to 
approximately $1,100,000,000. An earning 
requirement of $46,644,000 provides a return 

on the net investment, determined as previously 
explained, in the amount of approximately 

4.25 per cent." 

Now, to make that clear, I simply go back 
and state to the Commission that the figure of 
$46,644,000 is the amount of permissive level of 
earnings found by the Board. 

MR, SINCLAIR: Would you read the next 
paragraph? 

MR. FRAWLEY: Yes. Now, it says: 

"Such a'return is in the nature of the 

bare interest element of. the present cost 

of money and approximates the return paid in 
today's market on high-grade bonds. It could 
be contended that the C.P.R.Co. stand possessed 
of certain advantages in the present market 
whereby the existence of other assets and 

the income, both present and potential, pro- 


duced thereby, provide the necessary attraction 
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for the introduction of sums of new capital 


in a substantial measure further ameliorate 


the risks to be encoutered by such new capital." 


(Page 2783 follows) 
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So, the Board there worked it out for them- 
selves that the rate of return on permissible amounts 
of earnings and the amount for property investment 
would be expressed in figures of 4.25 per cent. Now, 

I next come to the next thing I want to bring to the 
attention of the Board. 

COMMISSIONER ANSCOMB: That is 1950 what? 

MR. FRAWLEY: January 25, 1952. Incidentally, 
apropos of cnet, you will see that the permissive level 
of earnings has risen to $55,225,000 and net invest- 
ment has risen to $1,400,000. Now, I want to call 
to the Board's attention what is called'A Study of the 
Costs of Handling Coal from mines in Alberta and 
Eastern British Columbia to stations in Ontario"that 
was prepared by the Department of Research of the 
Canadian Pacific Railways. It is number Report S-37-52 
and it is dated March 13, 1952. I want to read from 
the section of that report and I will attempt to have 
it received by the Board and filed as an exhibit. 

MR. SINCLAIR: Mr. Chairman and members 
of the Commission, I think here we go back quite a 
few years and I am not quite sure of all the facts 
surrounding this. My friend and I were both a part 
of the settling of a dispute concerning rates on 
coal and certain work was done. I do not know how 
this document that my friend refers to became a 
public document and I am a little non-plussed to 
see it even has the stamp of this Royal Commission 
on it. 

MR. FRAWLEY: That is simple, 1 gave a 


copy of it to the Secretary of the Commission. 
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look at this document, that he had given the Secretary 
a photostatic copy and his own copy was in the office 
and he wanted to look at a copy if it were here. 
I happened to have it here and I passed it to Mr. 
Frawley so he could have a look at it but I did not 
understand it was to be introduced as an exhibit by 
Mr. Frawley this morning. 

THE ACTING CHAIRMAN: It has not been con- 


sidered by the Commission at all as yet. 

MR. SINCLAIR: This is one of the difficulties 
that arises about dealing with people when they are 
in one capacity and sometimes in another. I do not 
know whether this was ever made public or not but 
I do recollect -- I do not want to transgress myself 
but I do recollect certain conferences between various 
people in regard to this question that we were dealing 
with. Now, specifically it deals with a matter 
that I have already spoken of in these proceedings 
which, in due course, I presume may become a 
matter of some interest to this Commission and it 
may not. It all depends on who Mr. Frawley brings 
as his witness, who he brings here and what questions 
we may put to him. I do not want to be mysterious 
about this in any way but any cost person that Mr. 
Frawley brings forth we will certainly have some 
questions to ask him about Alberta coal to Ontario 
points. Now, there are matters and movements that 
we feel quite strongly in being completely co- 


MR. COOPER: Mr. Chairman, perhaps I should 
explain: This morning Mr. Frawley said he wanted to 
operative with our friends and in certain of these 
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matters we had produced figures and things of that 
nature and this may have been one we did not mind 
being made public but until it is I would certainly 
object to having it referred to. 

MR. FRAWLEY: Perhaps I had better explain 
how it came into my possession because my friend said 
"I did not know it was a public document". Prior 
to 1952 coal had been moved from Alberta and south- 
eastern British Columbia to Ontario at what was re- 
garded as a low rate, commonly called a low rate. 

My recollection is it was about $8.10 a ton at that 
time which had been filed in conjunction with the 
Federal Government subventions policy. About 1951 
or 1952 the railways announced they were going to 
cancel the special rate -- I think that was perhaps 
the thing to call it -- and they were going to 
return the rate to the normal. "Normal" I think 

at that time published was about $13. The coal 
operators of Western Canada protested very strongly 
and I was acting at that time for the coal operators 
of Western Canada on the instructions of the Govern- 
ment of Alberta. We decided that there should be a 
costing made, a costing analysis made of the move- 
ment of the coal from the mines of Alberta and on 
the British Columbia side to points in Ontario. We 
retained Mr. Gilbert Parr in Washington for that 
purpose. Mr. Parr consulted with the cost section 
of the Canadian Pacific Railway and we made an 
application to the Board and that gave the matter 


status before the Board. Dr. Edwards came to 
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Ottawa for an informal conference and then later Mr. 
Parr was retained. 

MR. SINCLAIR: Dr. Edwards was working for 
you. 

MR. FRAWLEY: Yes, I did not mean to say 
by that that we preferred Mr. Parr to Dr. Edwards. It 
might have sounded that way but it is far from that. 
Dr. Edwards could not continue acting in the matter 
or something of that sort. Then after we made 
the application we said we wanted a cost analysis 
made. 

THE ACTING CHAIRMAN: That is Dr. Edwards 
who was here yesterday? 

MR. FRAWLEY: Yes, Dr. Ford K. Edwards and 
at that time he was chief research economist for the 
National Coal Association in Washington. We thought 
there should be a cost analysis. The Canadian 
Pacific, I think, at that time was already on their 
way to making one and Mr. Parr came in, actually 
came in a sort of supervisory capacity for the 
costing analysis which the Canadian Pacific cost 
section was undertaking. We had several conferences. 
The coal operators! representative and I were in 
Montreal on more than one occasion and Mr. Parr was 
there on many occasions. There never was any 
question of the thing being other than public to 
us. 

MR. SINCLAIR: Well now, that is different -- 
"Public to us". 

MR. FRAWLEY: Mr. Sinclair can make his 
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of the Commission so no harm has yet been done. 

I received a copy, I think not only one copy, but 

I received copies as the matter proceeded, as I 
recall. Mr. Whittaker, the executive manager of 
the Coal Operators Association also had copies. We 
had numerous conferences between Mr. Parr and our- 
selves and we received copies of all the letters that 
were written by Mr. Parr to the cost section and from 
the cost section to Mr. Parr. in the end this 
document emerged and this was the out-of-pocket cost -- 
those common words were used at that time -- out-of- 
pocket and all-inclusive and this is what emerged 
which has been in my possession quite legitimately, 

I hope, ever since the date of March 13, 1952. The 
proceedings before the Board were abandoned after 
this cost study was disclosed to the operators in 
Western Canada. Some other arrangements were made 
between the operators and the eovarmnaneee? Canada 
and the railways and the rates were restored partly, 
the rates were arrested in their upward movement 

but they did ie go back to what was called "normal". 
The ratés have stayed at this very considerably 
under $13 where they are now. I would not be too 
sure but in any event that was the situation when 

the matter was left in March 1952. At the request 
of the railroad, that having been the solution, the 
end result was that I withdrew the application which -: 
I had filed on behalf of the Coal Operators Associ- 


point later, I have not even disclosed the part of 
this document that I want to bring to the attention 
ation of Western Canada. So much for the proceedings. 
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As a matter of fact, this document, with the 
full knowledge of both the Canadian Pacific Railways 
and the Coal Operators, I was pequantea to furnish a 
copy of it to a gentleman by the name of G.A. Scott 
in the research department who was research economist 
in the Department of Transport at that time and who 
had been invited into the Board.and at the Board's 
request I furnished Mr. Scott with a copy of it and 
I suppose that is now on file with the Department 


of Transport. 
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That is where the matter stands, sir, If 
this is not a document which can be used -- because 
I was intending to use it, if I may say so without 
too much presumption,rather effectively in what I am 
addressing to the Commission -- there is not any point 
in discussing it. Certainly, I will discuss it if 
directed to by the Commission, of course, but --- 

THE ACTING CHAIRMAN: I think the Commission 
would hesitate to receive that which would involve 
even a suggested breach of confidence. 

| MR, FRAWLEY: That is right, and I would be 
the last one to be a party to it. 

THE ACTING CHAIRMAN: I do not think that 
is right. ‘think it is one of those matters in which, 
where working towards a settlement, documents might 
be exchanged which are more or less prejudicial, and 
it would be regarded, perhaps, as a breach of con- 
fidence. That being so, I do not think we should 
deal with it. | | 

MR, SINCLAIR: Mr. Chairman, I will just 
underline one thing. My recollection of these 
matters is not as crystal clear as is Mr. Frawley's--- 

MR. FRAWLEY: If you do not mind my 
reminding you, it was Mr. Spence with whom I was 
dealing at that time. 

MR, SINCLAIR: I have one memory of Mr. 
Frawley and Mr. Parr coming into the library at the 
Law Department of the Canadian Pacific where I 
attended, and I can --- 


MR. FRAWLEY: Tell the whole story. Tell 
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all about Mr.Parr's walking in that day, Mr. Sinclair. 
MR. SINCLAIR: I do not think I will do 
that because I can use that rather effectively, too, 
but what I think the Commission is interested in knowing 
is that because of this dispute about coal -- and, as 
I say, we may hear more about the rates on this traffic - 
there was an understanding that the coal people and 
the railways would work together in developing certain 
things. Now, I think that is clear from wet Mr. 
Frawley said. 
MR. FRAWLEY: That is so. 
MR SINCLAIR: Now, when you work together with 
Mr. Frawley to come to an agreement it is necessary 
for you to give sometimes quite a lot in certain 
places. That has been recognized by many. Whether 
that occurred on this occasion or not, I do not know, 
but I do know that in numerous conferences which 
were attended by Mr. Frawley and his expert 
cost material was developed, and I think it was used 
by Mr. Frawley's clients and the National Coal 
Board. Whether any part of itis Mr. Parr's, and 
another part is Mr. Barnstead's, and another part 
somebody else's, I do not know, but it would be 
my position that just because a document was put 
in final form by the Research Department then any 
part of it taken out can no more be ascribed to 
Canadian Pacific than it oe be ascribed to Mr. 
Frawley. 
MR, FRAWLEY: The Canadian Pacific was 


very proud of the work, because it ran up the cost 
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on 
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to a point -- I will be very frank about it -- it ran 
up the cost to a point where we just threw up our 
hands and said: "™mat is a lot more than we expected 
it would be." | 

THE ACTING CHAIRMAN: TI know that Mr, 
Frawley would not want to use in argument anything that 
iS 1mproper’., 

MR, FRAWLEY: I should say not. 

THE ACTING CHAIRMAN: I think if we adjourn 
for five minutes Mr. Frawley and Mr. Sinclair might 
look at this again’ and see if it is what we are now 
understanding it to be, namely, something that was 
in the nature of a memorandum used in a proposed 
statement which would be probably of prejudice, and 
was not’ intended to be used at a later date. 

MR. SINCLAIR: Apparently my friend 
has already filed it with the Commission. 

MR, FRAWLEY: I have not filed it. 

MR, COOPER: It is not actually filed with 
the Commission. | 

THE ACTING CHAIRMAN: No, it is not filed, 
and we do not want it filed unless it can be proper- 
ly filed. 

MR. FRAWLEY: It is not filed, in any 
sense of the word. 

) THE ACTING CHAIRMAN: Well, we will ad- 


journ for five minutes. 
---Short recess. 


MR, FRAWLEY: Quite apart from Mr. 
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Sinclair's objections, Mr. Chairman, I have had fur- 
ther discussions about this, and I do not propose to 
offer it as an exhibit. I could not seriously do 
that. It is not proved simply by my handing it over 
the railing to the Secretary, so it cannot be offered 
as an exhibit. The other thing to do would be to 
read from it, and it would not be proper for me to read 
from it unless it is before the Commission, or in 
such a fashion that it can be put before the Commis- 
sion. Having regard to that I terminate any refer- 
ence to the matter. 

Now, by simply pointing out that in the Judgment 
of January 25th, 1952, which is known as the Judgment 
4n the 17 per cent case and which is reported in 68 
C.R.T.C., 273, the rate of return which resulted 
from applying the permissive level of earnings to 
the established net rail investment was 4.25 per cent. 

| It is rather meaningless to make that statement, but 
I am certainly not going to pursue the coal cost 
study of 1952 any further. 

Now, I want to deal for a moment with the 
importance of this matter in view of the question 
you addressed to Mr. Sinclair: Is Me. Sinclair 
endeavouring to change the established method of 
fixing freight rates in Canada, and to put it on 
a rate base and rate of poor method --- 

THE ACTING CHAIRMAN: That is the question 
I asked. 

MR. FRAWLEY: That is right, and Mr. 


Sinclair said that’he was not, but Mr. Sinclair is 
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arguing to this Board --- 

THE ACTING CHAIRMAN: He is not arguing to 
the Board.. 

MR. FRAWLEY: Iam sorry; Mr. Sinclair has 
argued to the Commission, and the precis of evidence 
that he has put in and which have already been put into 
the record make the proposition, that the rate which 
he is seeking is a just and reasonable rate; when 
the rate is put from .5 or 4 cent per ton mile to 
1 cent per ton mile, namely, its full cost, that will 
then become a fair wa reasonable, or a just and 
reasonable -- to use the language of the Railway Act -- 
that will become a just and reasonable rate. How 
will it become a just nie reasonable rate by using 

4 per cent as a rate of return as the cost of money 
on the rate base which he proposes to prove through 
Mr. Smith or other witnesses? 

In my submission, at the moment rates in 
Canada are just and reasonable when they return 3.83 
per cent. That is what the rates today are returning 
to the Canadian Pacific Railway. We know that the 
Canadian Pacific have argued in season and out of 
season -- and, perhaps, the Canadian National --. 
that that is a ridiculously low rate for the rail- 
ways of Canada to be earning. They have said that 
many times, and they probably feel that, but at the 
moment that is the rate that emerges from the dispo- 
sition made in the Revenue Case by the Board of 
Transport Commissioners.~-- 3.83 per cent. 


As I have indicated this morning, rates 
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in Canada are just and reasonable because they return 
3.83 per cent, but we are going to have grain return 
+ per cent. In so far as grain is concerned if 
the Commission is to allow a 64 per cent return on 
the investment used in carrying the grain then the 
result of the Commission's deliberations, the Canadian 
Pacific submits, will be a just and reasonable rate. 
I say it is completely incongruous -- completely in- 
congruous. You are going to have livestock moving 
in Canada at a rate level which returns to Canadian 
Pacific Railway 3.83 per cent. 

My friend may say: "No.. The 3.83 per 
cent is just the result from putting the permissive 
level of all earnings into all of the total invest- 
ment, and you might have some one per cents, some 
two per nen and some seven and eight per cents." 
Lusayics Nos! I say: "the 3.83 per cent is what 
the Board of Transport Commissioners have determined 
is the proper cost of money for the Canadian Pacific 
Railway Company." 

Ae) If it actually costs the Canadian Pacific 
more -- if they actually spend more for their money 
the Board nevertheless says: "As against the freight 
shipper of Canada we will only ask him to pay 3.83 
per cent." 

I do not know whether I am putting it well 
or not, but that is the essence of the situation as 
I see it, and in my respectful submission it would 


be -- I do not say "ridiculous", but in my submis- 


‘sion it would be completely indefensible to move 
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the apples, coal, livestock and farm machinery using 
a rate of return not exceeding 3.83 per cent and to 
say: "Oh, well, when we are costing the grain we 

are going to ask Mr. Smith to subject this matter to 
his very careful and competent examination, and then 
will emerge the figure of 6% per cent, and we say that 
if if 64 per cent is used then you have a fair and 
reasonable rate for grain." 

So, you have a fair and reasonable rate for 
grain at 64 per cent, and you have a fair and reason- 
able rate for livestock and for farm machinery at 3.83 
per cent. | 

That is my submission, sir, and I think it is 
well to make it now before Mr. Smith gives his evidence. 

THE ACTING CHAIRMAN: Mr. Frawley, you 
have very forcibly made your Submission, and the 
Commission has discussed the whole of this before, 
and also during the recess again, and we feel that 
we should not interfere in any way with the functions 
of the Board of Transport Commissioners. We are, 
by the Terms of Reference, specifically denied that 
right: eee we feel that Mr. Sinclair has the right 
to make his case, good or bad, and consequently 
we would ask him to Temes his evidence. 

MR. FRAWLEY: Let me just say one more 
word. I think I made it clear when I first spoke 
that this Commission in its recommendations can say 
that 64 per cent -- I would not want the Commission 
to misunderstand me at all -- the Commission can say 


that 64 per cent is too small. The Commission can 
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say the proper rate is 8 per cent. All I say to 
the Commission is that if you are doing that you are 
completely departing from the rule laid down by the 
Board of Transport Commissioners. 

THE ACTING CHAIRMAN: You have made your 
point very clearly, Mr. Frawley, and it will all be 
kept in mind. 

MR. SINCLAIR: There is one point I might 
mention so that the Commission may not be misled, and 
I am sure Mr. Frawley would not want them misled. a4 | 
rather anticipated what might be done here; so last night 
I had sent to me the documents With respect to the 
drafting of the application that was dealt with by the 
Board in the 17 per cent Judgment which Mr. Frawley 
referred to and which is dated November 17th --- 

THE ACTING CHAIRMAN: The last 17 per cent 
Case? 

MR. SINCLAIR: Yes, that is right. He 
said this 3.83 per cent was a determination of what 
would be a just and reasonable level of net rail 
income for the Canadian Pacific, and as I suspected, 
because I did have a little to do with this drafting, 
I find in the application these words: 

"Applicant believes the basis of the 

permissive level of earnings above referred 
to does not reflect a proper level of earning 
power for Canadian Pacific and the fixing of 
just and reasonable freight rates for the 
railways of Canada. Such a basis is accepted 


for the purpose of this application alone, 
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and under reserve of all rights." 

THE ACTING CHAIRMAN: I think the figure Mr. 
Frawley gives is a figure which has been deduced from 
the arithmetic of the matter. 

"MR. FRAWLEY: That is rignu. With the 
Commission's indulgence may I --- 

MR. SINCLAIR: I have one more point. 

MR, FRAWLEY: I am sorry. 

-MR, SINCLAIR: Indeed, in the 17 per cent 
Judgment that Mr. Frawley referred to at page 19 the 
Board said: 

"The level of Canadian Pacific's 
financial requirements will be reviewed 
by the Board . when considering the 
part of the application requesting 
final relief..." 

It is clearly wrong, on the application and 
the finding of the Board to which I have just re- 
ferred,to say that rates in Canada are just and 
reasonable when they return 3.93 per cent. The 
point I wish to make, Mr. Chairman, of course, is 
this, that my friend, when he says that the rates 
for. the cost of money for the movement of livestock 
is 3.83 per cent, is wrong. When he says for farm 
machinery it is 3.83 per cent, that is wrong. nie 
he has done is to make a methematical calculation, 


and nothing else. | 


(Page 2801 follows) 
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the experience of the Commission so far is that every- 
thing Mr. Frawley Says is wrong and everything you 
say is wrong, as between the two of you. However, I 
think now that we have ruled, you may proceed. 


MR. SINCLAIR: Thank you, sir. 


MR. FRAWLEY: I appreciate the Commission's 
ruling and I only want to put this in the record so 
that it will be in its proper place. I refer the 
Board to the judgment of the Board of Transport Com- 
missioners in the Increased Commutation Fares case, 
Board file 29984.18,which is a judgment of the Board 
dated the 6th of November, 1959, and I direct the 
Commission's attention to pages 26 and 27. 

THE ACTING CHAIRMAN: The press may obtain 
copies from the Secretary. All right, Mr, Sinclair. 

MR. SINCLAIR: I will call Mr. Smith now. 


THE ACTING CHAIRMAN: Well, Mr. Sinclair, 
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SMITH, Charles W., Called: 
DIRECT EXAMINATION BY MR. SINCLAIR: 


Qe This witness is Charles W. Smith. Mr. 
Smith, you are a public utility consultant and you 
reside in Baltimore, Maryland? 

A. That is right. 

Q. You hold a Bachelor of Science degree 
in Finance and Business Administration, and you also 
have a degree in law? 

A. Yes. 

Q. You are a certified public accountant 
of Maryland and of North Carolina, and a member of 
the Maryland bar and the United States Supreme Court 
bar? 

A. Yes sir. 

Q. You are a member of the Maryland C.P.A. 
Association, and you have been its president a number 
of years ago, and you are a member of the Maryland 
Bar Association, the American Institute of C.P.A.'s, 
the American Bar Association Administrative Law 
Committee and the American Economie Association? 

A. That is right. 

MR. SINCLAIR: I think, Mr. Chairman, that 
I might just read the qualifications of Mr. Smith. 

THE ACTING CHAIRMAN: Yes. 

MR. SINCLAIR: Mr. Smith was an auditor 
in the Bureau of Internal Revenue, United States 
Government, from 1920 to 1929. He was chief auditor 


of the Public Service Commission of Maryland from 
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1929 to 1936, and a Bureau Chief of the Federal power 
Commission, most of the time with the title of Chief 
of the Bureau of Accounts, Finance and Rates, from 
July 1936 until September 1955. 

Mr..-Smith taught accounting in evening 
classes at Johns Hopkins University for a number of 
years. He entered private practice on his own 
account in October of 1955. | 

Over the years he has been a member of many 
professional committees; one of these was a committee 
financed by the Rockefeller Institute and the American 
Society of Certified Public Accountants for the study 
of business income. The committee made a report 
which was published by MacMillan in 1952. He was 
a member of a joint committee of the American Bar 
Association, American Soéiety of Civil Engineers 
and others which made a rather exhaustive report on 
water and sewage systems. That report was published 
by the Ohio State Law Journal in 1951. For approx- 
imately 20 years he was a member of two committees 
of the National Association of Railroad and Utilities 
Commissioners, namely, the Committee on Accounts 
and Statistics and the Céimittes on Depreciation. 

Mr. Smith helped draft the comprehensive report on 
Depreciation of the Railroad and Public Utility 
Commissioners Association, which was made in 1943. 

In 1935 and 1936 he was retained by the 
Federal Power Commission to supervise the drafting 
of the system of accounts for electric utilities 


which the Commission adopted in 1936. 
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After he became a full time staff member 
of the Federal Power Commission he was engaged in 
the regulation of Public Utility accounts, approval 
of security issues and other financial matters, the 
regulation of rates, the issuance of certificates 
of public convenience and necessity to natural gas 
companies and the compilation of financial and op- 
erating statistics. At the peak of his work for 
the Federal Power Commission he supervised a staff 
of 300 accountants, engineers and financial specialists, 
together with numerous associated clerks and steno- 
graphers. 

Now, Mr. Smith has testified in more than 
75 public utility proceedings, including cases before 
the Federal Power Commission, the Federal Communications 
Commission and the Securities and Exchange Commission, 
and also before numerous public service commissions 
throughout the United States. In all but three of 
these cases he testified on behalf of a regulatory 
commission. Eight of the cases in which he testified 
were passed upon by the Supreme Court of the United 
States, and one of these, Hope Natural Gas, which 
is reported in 3520 U.S. 591, and this case is con- 
sidered as one of the leading public utility rate 
cases both in the United States and in Canada. 

Now, he has testified on fair rate of 
return before the Public Service Commission of Maryland 
and the Federal Power AE ee and also before 
other state commissions while he was in the employ 


of the Federal Power Commission, under statutory 
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arrangements between the State and the Federal Power 
Commission. Indeed, in 1952 he obtained a leave of 
absence from the Federal Power Commission and testified 
on behalf of Cmadian Pacific in a case before the 
Board of Transport Commissioners. 

Mr. Smith has been a consultant on financial 
matters, municipally-owned utilities and to privately 
owned utilities, to large and small and medium gas 
companies and electrical companies and other public 


utilities. 


correctly sketch out your career, Mr. Smith? 

A. That is right, except that it is larger 
than I would have put it. 

Q. It is a little larger than Mr. Smith 


would have put it. 


Q. Does what I have said to the Commission 

Mr. Cnairman and members of the Commission, 
Mr. Smith prepared a memorandum regarding the cost 
of capital, which has been filed with the Commission 
for their information and it was made available to 
my friends some time ago. 

The memorandum which contained a precis 
of the evidence which I will introduce to the Com- 
mission through Mr. Smith, was for the purpose of 
supporting the rate used in developing the cost of 
money included in the cost of transporting grain 
and grain products moving at statutory and related 
rates to export positions in Western Canada. 

The Board will remember that reference to 


this rate, namely, 6-1/2 per cent, was made in the 
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evidence of Mr. Stenason and was also referred to 


in the evidence of Dr. Edwards, which is already before 


the Commission. 

During the evidence of Dr. Edwards yester- 
day he said, and I am quoting, “The cost of servicing 
the investment in plant and equipment is no less real 
than any other cost." 

MR. SINCLAIR: Q» Do you or do you not 
agree with that statement, Mr. Smith? 

A. I agree fully with that statement. 

Q. How do you relate cost of capital to 
the determination of cost of a service, such as moving 
grain? 

| A. In determining costs of producing a 
product or service full recognition must be given 
to the cost of capital or what is sometimes termed 
"cost of money”. Such a cost is expressed as a 
percentage rate on investment and measures the 
compensation required for the use of the capital. 

Q. Now, do regulatory commissions, with 
which you are familiar, make use of constant 
capital studies in determining not only permissive 
levels of the rates overall, but also make use of 
them in determining specific rates. 

A. Public utility regulatory commissions 
in general make extensive use of what are known as 
"cost of capital" studies. These studies are 
usually divided into three main parts, debt capital, 
preferred stock capital and common or ordinary stock 


equity capital, with a summary schedule showing 
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Q. How is cost of debt and preference 
stock capital developed, Mr. Smith? 

A. It is developed by studying the cost 
over a period, but in the present case I have used the 


the cost to the particular company under review. 
eost of debt and preference istock capital as the current 


equity capital is what is required to protect the 


financial integrity of the enterprise and thus permit 


it to attract such capital on reasonable terms and 


conditions. 

Q. You mentioned earlier cost of capital 
studies, and said that they were used in determining 
specific rate levels in regulatory commissions, and 
have you prepared such a cost of capital study for 
Canadian Pacific? 

ive Yes, there has been prepared by me 
or under my supervision and direction a cost of capital 
study for Canadian Pacific which is identified 
as Statement 600. 

MR. SINCLAIR: With your permission, Mr. 
Chairman and members of the Commission, the way I 
would like to handle this with the witness is to 
file as one document and as one exhibit this entire 
study, and it is so set up that it is easily 
| handled in that way because I will refer to it by 


cost of 1958. 
Q. How was the cost of common equity 
capital developed? | 
A. The cost of common or ordinary stock 
charts and schedules which are numbered in it, and 
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record if this goes in as one exhibit. 
MR. COOPER: That will be satisfactory, 
Mr. Chairman. The exhibit number will. be 75. 


---EXHIBIT NO. 75: Cost of capital study for 
Canadian Pacific Railway. 


MR. SINCLAIR: Q. In Exhibit 75 what have 
you included? 

A. I have included in the study samples 
of the cost of money to the Governments of Canada and 
the United States, as well as other railroads and 
utilities to show the costs to a broad cross- 
section of the users of capital. 

Q. in determining and carrying on your 


cost studies, Mr. Smith, and in doing this one, what 


I think you can follow it very easily from the 
is your purpose? 

A. The purpose is to find the cost of 
capital; that is, to my mind the cost of capital is 
just as much a cost as the cost of labour, and the 
purpose is to find reasonable costs of capital. 

In some cases we can get down to the specific 
costs, such as the cost of bonds and preference stock, 
but in other cases we must find what is reasonably 
required in order to attract capital and preserve 
the financial integrity of the company. The latter 
refers, of course, to eo waan stock. 

Q. Now, you have said earlier that you 
included in your cost of capital study, which is 

| now Exhibit 75, the cost of money to the Governments 
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of Canada and the United States. Now, I would like 
to discuss the interest cost of Governments with vou 
for the assistance of the Commission, and would you 
look at Exhibit 75 and do that now, please? 

A. Yes. 
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Q. Well, now,the cost of money to the 
United States Government is on Chart l. Would you | 
just say what that shows? 

A. Chart 1 of the study shows the yields 
on United States Treasury Bonds, long term issues, 


from 1920 to August, 1959. The yields are for out- 


standing bonds traded on the markets and not the 
yields on original offering price. 

There are three lines on the chart, 
representing three series of yields. The first repre- 
sents issues on which the interest was partially 
tax exempt and this series ran from 1920 to 1945. 

It will be noted that there ws a general decline in 
the yields on this series throughout the entire 
period. The bonds included in this first series 


were due or callable in eight years. 


The next series covers the period 1943 to 
1957. The interest on the bonds included in this 
geries was taxable, that is to say, the interest was 
subject to income tax, and the bonds included therein 
were due or callable in general in 15 years. It will 
be noted that from 1943 to 1946 there was somewhat 
of a decline in yields and thereafter yields in- 
creased rather steadily except for a dip in 1954, 
after which the upward climb continued. Schedule 1 
following the chart shows the yields increased from 2.47 
per cent in 1943 to 3.47 per cent in 1957. 

The last series began as of 1954 and has 


continued down to date. This series is based upon 


| 
| 
bonds maturing or callable in 10 years or more. 
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The interest is taxable. In general the yields 
increased to the latter part of 1957, then a dip oc- 
curred, reaching the low point in April, 1958, 

after which there was a steady increase in yields, 
the yield for August, 1959 being 4.10 per cent. 

Q. Yes. Now, in measuring risk, how 
are Treasury Bonds regarded in the United States? 

A. In the United States it is considered 
that the interest on Treasury Bonds is the best in- 
dicator that can be obtained of what is sometimes 
called the "pure cost of money". In other words, 
the yields represent the real cost of money divorced, 
as nearly as anything can be, from risk. 

Q. On that, in view of a question that 
was put by Commissioner Anscomb this morning, would 
you just pick off 1952 and the yield on United 
States Treasury Bonds, the pure cost of money in 1952? 

A. In 1952 the average was 2.68 per 
cent. 

Q. And the present? 

A. The last date, as of August, 1959, 

4.1 per cent. 

Q. Now, does Chart 1 and Schedule 1 
you have just referred to, that is the schedule fol- 
lowing the chart, indicate the change in the cost 
of money over the entire post-war period in the 
pure cost of money in the United States? 

A. It shows. generally from 1920 down to 
date. 

Q. What has happened to the cost of 
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money from 1946? 

A. The Chart and Schedule 1 following the 
Chart show what is common knowledge, namely, that 
the cost of money has risen greatly since the low 
point in 1946 and very perceptibly since April, 1958. 
Thus the increase in average yield from 1946 to 
August, 1959, was 87 per cent; the increase from 
April, 1958, to August, 1959, was 31 per cent. 

Q. Has this caused concern in the United 
States? | 

| A. Yes. The increase in cost of money 
to the United States Government has been so drastic 
that the Treasury Department has felt compelled to 
request Congress to increase the ceiling on interest 
rates of long term Government bonds, that is, bonds 
maturing in more than five years. The ceiling is 
4-1/4 per cent. That ceiling was imposed a long 
time ago in the Second Liberty Loan Act of 1918. 
The Congress has not honoured the request of the 
Treasury Department and as a consequence, the Treasury 
in August 1959 issued $2 billion of notes due in 
1964 at a cost of 5 per cent. 

Q. Now, do I take it that what you are 
saying there is that even the United States Government 
has had to take action, in light of the present 
situation, to resort to matters that would go around 
restrictions, what they could pay for money? 

A. Yes. They issued notes maturing in 
four years and 10 months at an interest rate consider- 


ably higher than the ceiling which was imposed on 
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the bonds maturing in more than five years. 

Q. Now, would you look at Schedule 2 
of Exhibit 75, please? 

A. Schedule 2 is a tabulation showing the 
yields on U.S. Treasury and Government of Canada bonds. 
Yields on the U.S. Treasury bonds are taken from 
Schedule 1 which I have previously discussed and 
the yields on the Government of Canada bonds are 
taken from a compilation, which I understand has been 
discontinued, of the Bank of Canada. The yields 
I have used from the Bank of Canada study relate to 
15-year bonds. It will be noted that the yields 
on the Government of Canada bonds have generally 
paralleled the U.S. Treasury's except that on an 
average, the Canadian bonds have yielded about 1/2 
per cent more than the Treasury's. According to 
the Federal Reserve Bulletin for July 1959 (page 
689) during the last half of 1958 the yields on long- 
term Canadian Government bonds increased about 1/2 
per cent, about the same as the U.S. Treasury bonds. 

Q. On Schedule 2 of Exhibit 75 you show 
each of the years 1946 through 1958 and then by month 
of 1959, January through June; is that correct? 

A. Yes, sir. 

Q. Now, you have a further comment to make 
concerning comparison between Canadian Government 
and United States Treasury bonds? 

A. I might note that as of June 30, 1959 
Government of Canada 3-1/4 per cent, 1979 were selling 
to yield 4.92 per cent whereas U.S. Treasury, 3-1/4 


bo 7 i sur ow a) ae . ee ‘ 
» 


‘_ ss 53 Ne i Ate WE oy doo i a ait penerey 


ba 


. 


| | | ih ; | , oa " pao 
2 ‘iebias 8 cea dll ig dacho pl 
q i 1 4 ‘ ; ih : " ‘ey Mi x AUS ete 

es 2 ; at? 


nv He oe ae A 


an rn igen ny at 


§ y Cherne! iain Pe, ore on Wrens TP, Fa Mie Tha helt a PY Fe ’ i 
Fy tao mast shaaws-eabuin nb ithe odie deems mt imlelee eoiies 
j , ) | } : ; 
a 


eve | ' Cogn tae aera a ek "i Peet mbeaeons ; 7 


‘ ' a, ta ae) ae , a by Ra en ‘ na es M4 f shay . 

hat iy ti Pisa aba taal ; f OM am Cg sg A eT Wie ae 
Bh PN BP Pat WS) UT, dovs: ‘iret ee 
it | | 

| ql : , Lop 
‘a 1 ae | Ci i aT , & f. a 9h sd if 6 ea 
A if | | 


8 gue Oe RE Oe ha ev a eam iageonest 1) iti a 
Wee ay Dh ES Bd Bigs iT) Ps iay s or oh ine 


ee ee aad 


. ' ’ Leal ; ty lite “Ae 2 ota ; bate caret 


{ dy j ere eu iY 
‘ Life *! + / * fay Teves: 
' A * e ; . s : s 
J & i 7) ce ON. eh i) “Loy 
; i ' i ie } 0 i yf 7 
, Laetebe® ort 
in 
n " 
. ; ' “ , i * i 
‘ HET Sait "ASS 4? (Be) 
he ; shit ies ie ad Vat 
‘vue Be j y See ee > eee ry “ ueriign vi: 
IMO > OOD RNE IT ay ey (ite ee Bas fg!) rs ext: 
i i 


pied xa wedi: teas OHO eee 
ae ~~ a | 


ee tri 
Ys ee RS Cae | LAY SW ates 3: bh 


. Lae - ‘ 
canis, PeOL to 


ilab j ; nN thei (id ru} , oe. | 2 
: me es Pete Pa 
. a + 7% am c™ 3p : said - 7 i 


Sail Las aren ae ee 


nhs seat guarentee x00 | 
i a ea 


hey - ' 
Ameen Met | 


ANGUS, STONEHOUSE & CO. LTD. Smith, Dir. 2814 
TORONTO, ONTARIO (Sinclair) 


per cent 1978-83 were selling to yield 4.09 per cent. 
The yield on the Government of Canada 3-1/4 per cent 


increased from 4.41 per cent on January 7, 1959 
and the U.S. Treasury's from 3.84 per cent. 

Q. Now, Mr. Smith, what is your overall 
conclusion concerning costs of money from the yields 
on Government securities that you have just been dis- 
cussing? 

A. It is readily apparent that the cost 
of money as nearly as we can divorce such cost from 
risk has risen very substantially in recent years, both 
in United States and in Canada. 

Q. Before we go to the next subject, do 
you, in your broad experience and practice and your 
studies, know of any utility, railroad or business 
of that nature, that can secure money equal to 
Government rates? 

A. I know of none that can do it on 
today's market. My only reservation is the phenomenal 
low cost of interest of the Canadian Pacific Railroad 
relating to debt issued in the past. Currently, 
the Government money is the cheapest money. 

Q. And your only reservation is some 
of the money that is in Canadian Pacific? 

A. Due to unusual circumstances, Canadian 
Pacific has some phenomenally low cost capital. 

MR. SINCLAIR: We will talk about that 
later for the benefit of the Commission, for the 
assistance of the Commission. 

THE ACTING CHAIRMAN: We will recess for 


|| five minutes. 
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~--Recess. 


THE ACTING CHAIRMAN: I think, Mr. Sinclair, 
before we go on, I will have the reporter take into 


the transcript our directions as to the Western hearings. 


Western Hearings 


City Sitting 
Winnipeg Mon. Feb. 8/1960 
Tue.. " 9/1960 


Wed. " 10/1960 
Regina BMA Bil 241 O60 


Edmonton Tue. “ 16/1960 
Wed. " 17/1960 

Thu. " 18/1960 

Victoria Fri." 19/1960 
Sat. " 20/1960 

Vancouver Mon. " 22/1960 
: Tue. " 23/1960 


MR. SINCLAIR: Thank you, sir. 

Just potard the break, sir, I had one 
other question I wanted to ask Mr. Smith concerning 
cost of capital, and you remember his answer in that 
regard, and I now would like to expand that one 
step further and ask him whether, in the United 
States, there is any practice continuing, such as 
was depicted in the Chart 1, of tax exenpt securities. 

Q. Are there any of those still extant 
in the United States? 

A. Yes. ) Municipalities can issue debt 
securities which are exempt from federal income tax, 


and some of these municipalities, by reason of this 
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tax exemption, are able to issue debt securities 
at a lower cost than is indicated by the cost to 
the Government of the United States for long-term 
debt. 

Q. Your answer there is that that is 
restricted to certain arrangements with municipalities 
and the Federal Government. 

A. It is a matter of constitutional law 
that the Federal Government is not supposed to tax 
directly the state governments, and so such governments 
do not tax the income from federal securities and 
the Federal Government does not tax income from state 
securities. | 

MR. SINCLAIR: Now, Mr. Chairman, I wish to 
discuss with the witness, with your permission, the 
cost of debt capital so that we may have it befare 
us. Would the Commission and my friends turn to 
Chart 2 of Exhibit 75. 

Q. With Chart 2 of Exhibit 75 before you, 
Mr. Smith, would you please comment on this? 

As Chart 2 shows yields on bonds according 
to industries, that is to say, industrials, public 
utilities, and railroads. The yields, which are 
compiled and published by Moody's Investors Service, 
have wide acceptance in banking and finaneial circles. 
Schedule 3, sheet 1, shows the details underlying 
the chart. 

Q. What is the significant point you 
wish to draw to the attention of the Commission from 
this chart? 
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A. it will be seen from the Chart and the 
supporting Schedule 5 that yields on the bonds of the 
three groups moved together but with the yields on 
railroad bonds being higher than the yields on the 
other two groups during most of the period since the 
depression of the 1930's. Thus in 1957 the average 
yield on railroad bonds was 4.32 per cent, on in- 
dustrials 4.12 per cent, and utilities 4.18 per cent. 
As of November 13, 1959 the yield on railroads was 
4.99 per cent, on industrials 4.70 per cent, and 
on utilities 4.88 per cent. I should point out 
that the yields are computed on transactions in out- 
standing bonds and are not yields based upon issue 
price. 

Q. What does Sheet 2 of Schedule 3 show, 
Mr. Smith? | 

A, Sheet 2 of Schedule 3 shows the yields 
on railroad bonds by ratings. The compilation is 
by Moody's as are the ratings. The ratings from 
highest to lowest grade are Aaa, Aa, A, and Baa. 

The yields generally moved together except the yields 
were lower on the better grade bonds. Thus the 
average yields for Aaa, Aa, A, and Baa bonds 
respectively for the year 1957 were 3.94 per cent, 
4.17 per cent, 4.29 per cent, and 4.89 per cent. 

Q. That is shown at line 8 of Sheet 2 
of Schedule 3 of Exhibit 75? 
| A. Yes. 

Q. For 1958, taking it also from that 
schedule? 
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A. For 1958 they were 3.88 per cent, 
4.12 per cent, 4.40 per cent, and 5.16 per cent. 

Qe That is at line 22 of Sheet 2 of 
Schedule 3 of Exhibit 75? 

A. That is correct. 

Qe And at line 31, November 13, Schedule 3, 
Sheet 2, Exhibit 75? 

A. As of November 13, 1959, they were 
4,61 per cent, 4.88 per cent, 4.97 per cent and 5.49 
per cent. 

Q. You have shown Aaa, Aa, A, and Baa. 
What is the rate that Moody's give to Ganadian Pacific 
debt security? 

A. The collateral trust bonds of Canadian 
Pacific are rated Ba by Moody's. 

MR. FRAWLEY: You were at a lower rating 
than Baa? | 

THE WITNESS: Yes, that is correct. The 
Ba ratings on yields are not usually shown because the 
Baa, generally speaking, is the lowest rating which 
qualified for investment by banks. 


(Page 2822 follows) 
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MR. SINCLAIR: Q. And a lower rating 
than Baa, would the yield be lower or higher? 

A. The yield would be highery as the 
grade of bond goes down the rate of yield goes up. 

Q. Now, sheet 3 of schedule 3 of Exhibit 
75, would you just mention what that is, Mr. Smith, 
please? 

A. Sheet 3 of Schedule 3 shows how 
Moody's bond yields are compiled and contains a general 
explanation of the ratings. The companies included 
in the bond yield study, classified by the three indus- 
try groups and by ratings, are shown on sheets 4 and 
5 of Schedule 3. 

Q. Schedule 4 of Exhibit 75 shows the 
yields on new issues of utility and railroad bonds. 
May we have your comments on that, please? | 

A. Schedule 4 shows the yields on new 
issues of utility and railroad bonds. The yields 
are based upon original offering price. Ln 
general the trend of yields follows the trend on the 
seasoned bonds except that the yields on the newly 
issued bonds were generally higher than on the 
seasoned bonds. Thus by comparing utility bonds, 
we find that the seasoned bonds in 1955 had a yield 
of 3.22 per cent, the newly issued bonds 3.33 per 
cent; in 1956 the seasoned bonds 3.54 per cent and 
newly issued 3.86 per cent; in 1957 seasoned bonds 
4.18 per cent and newly issued 4.74 per cent; and 
in 1958, seasoned 4,10 per cent and newly issued 
4.21 per cent. A similar Sennuricon for the 


railroad bonds giving first the seasoned bonds and 
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secondly the newly issued is as follows: 
1955 - 3.34% as compared with 4.12% 
1956 
1957 - 4.32% as compared with 5.01% 


3.65% as compared with 5.254 


1958 - 4.39% as compared with 4.56% 
I know as a matter of fact from constant study of bond 
issues that new issues of the same grade have been 
selling in recent years at higher yields than the 
yields ou senzoned bonds of the same company. 

Q. In recent times, Mr. Smith, have rail- 
frroads been financing largely by bond issues? 

A There has been very little bond and 
debenture financing by railroads in recent years. 

Most of the debt financing of railroads has been through 
equipment obligations. 

Q. Have you any examples of bond debenture 
railroad issues in recent years? 

“A, Yes, there was one public issue of rail- 
road bonds in 1956, namely, Southern Pacific 54's due 
1983 in the amount of $35 mar tone These bonds which 
are rated Baa, were offered on September 20, 1956, at 
par, resulting in a yield of 54 per cent. 

Q. Now, you call that what, a line haul 
railroad? 

As cane haul to distinguish it from 
terminal railroads. First terminals such as 
Union Station in Washington have issued some bonds 
but they are terminal guaranteed bonds and I have 
ignored those. 


Q. Any debenture issues? 
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A. There was likewise one issue of deben- 
tures in 1957, namely, Western Maryland Railway Com- 
pany 54's due 1982. These debentures were exchanged 
for preferred stock of the company which was held 
by the B & O Railroad and the offering was by ere 
B&O. } £The debentures which are rated Baa were sold 
on January 17, 1957, at par yielding 54 per cent. 

Q. Now, what railway issues were made in 
1958? 

A. There were five issues in 1958 as fol- 
lows: 

Chicago, Burlington and Quincy 4-3/8% bonds 
due 1978 $24,500,000. The bonds were offered 


in January to yield approximately 4-3/8%. 


Virginia and Southeastern Railway Company 
4its $5,000,000, rated A, offered March 7, 
1958 to yield 434%. 


Chicago, Rock Island and Pacific 53% bonds 
$16,000,000, rated Baa, offered March 13, 


1958 to yield 54%. 


Virginian Railway Company 4% bonds, 
$12,000,000, rated Aa, offered May 2, 
1958 to yield 4%. 


Southern Railway, 44%, $22,000,000, rated 
A, offered July 16, 1958 to yield 43%. 


Q. What about 1959 railroad issues, bonds 
or debentures? 


A. As far as I can learn there were no 
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bonds or debentures issued publicly by railroads 
during the first ten months of 1959. 

COMMISSIONER MANN: May I ask a question 
of the witness? 

MR. SINCLAIR: Yes, certainly. 

COMMISSIONER MANN: The Smathers Committee 
last year, I believe, made a report as a result of which 
there were some arrangements made for guarantee of 
loans by the Government to the United States railroads? 

THE WITNESS: Yes. 

COMMISSIONER MANN: Has that had any influence 
on whether or not bonds were issued by the United States 
railreds this year? 

THE WITNESS: That has not had any real effect 
as yet. -. You refer to the Transportation Act of 
1958 which was an Act passed to relieve railroads in 
the United States. There were many proposals to 
Congress, one of them was to ie railroads a complete 
hand in fixing rates but railroads are recognized as 
being in a distressed condition and Congress enacted 
this to allow railroads to abandon lines almost: on 
their own initiative and permitting them to issue debt 
‘upon approval by the ICC, The ICC have some restric- 
tions in connection with that debt which the railroads 
did not like, and so far I do not believe there has 
been one loan under that Act. 

COMMISSIONER MANN: I wonder whether you 
would check on that. I am almost certain in my own 
mind that several railroad companies have made use 


of this and I think Maine Central was one. 
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THE WITNESS: That was one which was propos- 
ing to use it and several railroads did have discus- 


sions, but I attended a meeting in my Washington 


office when I was first asked to make this study and 
at that time a C.P man was there and he said he 
had checked on it and he said none had actually been 
exercised as yet. That was my inquiry then, but I 
will try to find out again. 

COMMISSIONER MANN: If you would be good 
enough to do that and advise us. 

MR. SINCLAIR: The applications you have in 
mind are small New England roads? New Haven? 

COMMISSIONER MANN: I do not know. You see, 
my disadvantage is I am away from my material and I 
have a recollection of several such applications being 
made and being used. 

MR. SINCLAIR: And then finalized and 

granted? 

COMMISSIONER MANN: Not as far as I know, 
but perhaps Mr. Smith could check on that. 

MR. SINCLAIR: Yes, and we can inform the 
Commission when Mr. Smith comes back on January 11th. 

COMMISSIONER MANN: Thank you very much. 

MR. COOPER: Perhaps at this point Mr. 
Sinclair might ask the witness whether there was any 
particular reason why 1956 does not appear on Charts 
Li and<2. 

MR. SINCLAIR: Q. In looking at Charts 
1 and 2 of Exhibit 75, would you please say where 


1956 is on those charts, where the year 1956 is? 
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A Well, the year 1956 is not shown on 
that particular chart. One of the problems -- we 
have to be frank with you -- is to condense the space. 
This chart was one I started back about 1929 and is 
taken directly from the Federal Power Commission chart 
that is now used. We constantly try to cut out 
something either on the end or the middie. I have in 
/mind we are probably going to cut out more in the 
middle to save space, That is primarily the reason, 
it is chartmakers' technique 

THE ACTING CHAIRMAN: There is nothing sig- 
nificant about it? 

THE WITNESS: Nothing significant about 1956. 

MR. SINCLAIR: Qe Now, what about 
Canadian Pacific issues in recent years? 

A. Canadian Pacific had one issue of 
long-term debt securities, other than equipments, 
after 1955. That was an issue of $40,000,000 5 per 
cent collateral trust bonds dated February 1, 1958, 
sold at a yield of 5.14 per cent. The bonds are 
rated Ba by Moody's. 

Q. Now, what have railways resorted to 
in recent years for financing and the type of issues? 

A. The chief debt financing of railroads 
in recent years has been accomplished through the 
issuance of equipment trust certificates. These 

are considered high grade securities. 
Q. Is it very generally serial maturities ? 
A. They are usually serial maturities, al- 


though sometimes they are all due on a specified date. 
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Qe And the amount of financing that can be 
done in that way is somewhat limited because of the 
serial maturing feature or else you will have a 
revolving fund? 

A. Well, it. is limited by the fact they 
apply only to equipment items, rolling stock. 

Q Is there not a problem also financing 
on a revolving --- 

A There is a problem of serial maturity 
always and particularly with relatively short-term 
obligations. Other industries today are using 
serial maturities or sinking fund obligation which 
is substantially the same, 

Q. Would you comment on Schedule 5 of 
your study, Schedule 5 of Exhibit 75? 

A. First I would like to have a couple 
of figures inserted on Schedule 5. On line 2 
under the headings of Treble A, double A and A the 
yields were left out and I would like to put those 
palace 

Q. I think we can write them in as you 
do it. Treble Ais --- ? 

A. ‘Treble A is 2.99 per cent; double A is 
3.02 per cent and A is 3.06 per cent. While I am 
at it I would like to correct a typographical error. 

Q. Just a moment. There were no issues 
Baa and go, bhonetore, the last one still remains 
plank? 

A. That is right. Now, on line 14, 


the column headed "A" the 5.78 per cent should be 
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5.28 per cent. 


Q. 5.28 per cent instead of 5.78 per cent 


on line 14 under the heading of A. 


MR. FRAWLEY: Would you be kind enough to 
go over those percentages again? 

MR, SINCLAIR: 2.99 per cent on treble A; 
3.02 per cent on double A, and 3.06 per cent on A, 


and the change in line 14 under "A" from 5.78 to 5.28. 
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Q. Would you go on with your comments in 


regard to Schedule 5 as you have amended it before 


\ 


the Commission, Mr. Smith? 


A. Schedule 5 shows the yields on equipments 


by Moody's ratings for the years 1950, 1951, 1957; 
1958 and by months through September 1959. The 
yields for 1950 and 1951 were lower than yields 
for seasoned railroad bonds as ismiown by Sheet 2 
of Schedule 3. In recent years in general they have 
been somewhat higher which evidently reflects the 
general trend of new issues of the same grade 
yielding higher returns at issuance than the seasoned 
securities. This trend also represents a deterior- 
ation in the superior position which equipment trust 
certificates occupied at one time. 
Q. Would you tell the Commission of 
Canadian Pacific equipment issues in recent years, 
and the yields of these issues? 
Ae Canadian Pacific sold equipments in 
recent years as follows: 
April 1, 1953, due 1963, $25,000,000, cost 4.00% 
January 2, 1954, due 1969, $25,020,000 cost 3.83% 
August 1, 1954, due 1962, $17,200,000, cost 3.01% 
June 2, 1958, due 1968, $20,000,000, cost 4.634 
Q. The cost of that last issue of June 2, 
1958 was what? 
A. 4.63 per cent. 
Q. That was a ten-year issue? 
A. Yes, sir. 


Q. It was an issue of $20 million at a 
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cost of 4.63 per cent? 

A. Yes. 

Q. Do you wish to draw to the attention 
of the Commission any particular point in relation 
to the rates that you have referred to? 

A. Yes. The significant facts about 
equipments are that the cost of this type of capital 
has increased not only with the general increase in 
cost of money but they have lost something of the 
preferred position they formerly occupied. This 
is illustrated by the fact that equipments were sold 
in 1946 and 1947 at from 1.75 per cent to 2.60 per 
cent. | 

MR. SINCLAIR: Mr. Chairman and members of 
the Commission, the next section of the cost of money 
study of Mr. Smith is in relation to preferred stock 
capital. 

Q. Before dealing with it as it is in 
Exhibit 75, Mr. Smith, would you first tell the 
Commission whether railroads have public issues 
of preferred stock in recent years? 

A. Rai lresds in the United States, as 
far as I can learn, have issued no preferred stock 
to the public in recent years. 

Q. Has Canadian Pacific? 

A. No, Canadian Pacific certainly has not. 

3 Q. Now, will you deal with the yields 
of preferred stocks as contained in Schedule 6 of 
your cost of capital study? Would you turn to 
Schedule 6 and discuss it? 
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A. Schedule 6 shows yields on 10 high 


grade and 10 medium grade utility preferred stocks 


of United States utilities on certain U.S. railroad 
preferred stocks and on Canadian Pacific preferred 
stock. The yields on the utilities are as compiled 
by Moody's and the rating of the securities is like- 
wise by Moody's. The yields on railroad preferreds 
reflect the average yields on all of the 18 rail- 
roads included in Schedule 8 which had preferred 
stock outstanding, except Chesapeake and Ohio Railroad. 
The preferred stock of that company is convertible 
into common and it was excluded for that reason. 

Six companies had preferred stocks outstanding from 
1950 to 1953 and five companies for the balance 

of the period covered by Schedule 6. 

Q. What does this schedule show as to 
the movement of the yields? 

A. This Schedule 6 shows what we would 
expect, namely, an increase in yields on preferred 
stocks, generally speaking, during the period under 
review. In other words, the trend of yields on 
preferred stock corresponds roughly to the trend 
of yields on bonds but of course with the yields 
on the preferreds being higher than on bonds. The 
yields on the railroad preferred stocks were higher 
than the medium grade utilities. The yields on 
Canadian Pacific's preference stock were generally 
higher than the average yields on the railroad 
group of preferred stocks. 


Q. Now, would you turn to Schedule 7 of 
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Exhibit 75 -- that is, your cost of capital study, 
Mr. Smith -- and comment on that? 

A. Schedule 7 shows the yields on newly 
issued U.S. utility preferred stocks. These may 
be contrasted with the lower yields on the seasoned 
preferred shown on Schedule 6. 

Q. That is, utility to utility? 

A. Yes, sir. 

Qe. What has been the yield on recent pre- 
ferred stock issues of utility companies in the United 
States? 

A. As a further indication of the trend 
in the cost of preferred stock capital, I would like 
to cite the following recent issues in the United 
States: 

Duke Power Company, a large electric 
utility whose bonds are rated triple A by 
Moody's, issued 250,000 shares of pre- 
ferred stock at competitive bidding on 
June 10, 1959 at a yield of 5.25 per 
cent. 

Q. Does Moody's give any rating higher 

than triple A? 

A. No, that is the highest. 

Q. That would be the highest investor 
confidence rating that Moody gives? 

A. Yes, and Duke is a very fine power 
company. It is one of my clients. 

Transcontinental Pipe Line Company, 


a natural gas pipeline whose bonds are 
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rated A, issued 150,000 shares of pre- 
ferred on July 29, 1959 at a yield of 5.60 
per cent. 

On September 10, 1959, Community 
Public Service Company, an electric utility 
whose bonds are rated A, issued 30,000 
shares of preferred at a yield of 5.60 
per cent. 

Northern Natural Gas Company, a pipe- 
line company, issued 200,000 shares of 
preferred on October 7, 1959 at a yield 
of 5.60 per cent. Northern's debentures 
have a Moody rating of A. 

MR. FRAWLEY: That will go up when they 
get that Alberta ae 

THE WITNESS: Northern has no bonds out- 
standing. 

MR. SINCLAIR: Mr. Frawley Says that the 
yield will go up when -- 

MR. FRAWLEY: No, the Moody rating. 

MR. SINCLAIR: I just thought we should 
correct any implication to the contrary. 

Q. Now, the next part of your cost of 
capital study, Mr. Smith, relates to community equity 
capital. What is the basic approach in determining 
the cost of common stock equity? 

A. When it comes to common equity capital, 
we do not have a legal cost rate, hence we cannot 
use a coupon or other contractual rate to measure 


the cost. We must determine the cost by the use 
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of economic and financial data. 

Q. In that answer you are contrasting, 
are you, the situation of common stock equity in relatio 
to fixed interest securities and preferred stock 
capital? 

A. That is right. Preferred stock or 
bonds have a legal interest or coupon rate, and from 
that rate you can measure the actual cost. In other 
words, the rate shows what has to be paid, and com- 
paring the rate and the proceeds and market prices, 
and so on, you can compute the actual cost. We do 
not have such a coupon or fixed rate in the case of 
common stock. Perhaps it is a misnomer to call it 
"cost of common stock", but by general acceptance 
in the United States the way I have defined the 
amount applicable to common stock has come to be 
known as "cost of equity capital". 

Q. Cost of equity capital? 

A. Yes, sir. 

Q. Now, in determining the cost of equity 
capital what have you done in the study as you have 
set it out in Exhibit 75? 

A. In determining the cost of equity 
capital, among other things, I have made studies 
covering 18 railroads in the United States, selected 
in the manner hereinafter described, Canadian 
Pacific and 25 railroads for which Moody's publishes 
group data. | 

@. On what basis did you select the 18 
railroads that are set out in the study, Exhibit 75? 
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A. In selecting the 18 railroads I have 
used in the study I applied the following test for 
the year 1950: 

(1) the road had a net investment in 

plant of $300,000,000; 

(2) the revenues amounted to as much 

as $100 million; 

(3) the road paid dividends in that 

year. 

I consider the railroads selected represent 
a very good sample of the railroad industry in the 
United States and Canada. | 

Q. Before we move into this part of the 
study it nae felt it would be of assistance if the 
terms which you us@l in determining the cost of common 
stock equity capital were explained. Now, the first 
is colloquially known as E.P.R., the earnings- 
price ratio. What do you mean by that? 

A. E.P.R. stands for earnings-price 
ratio. The earnings-price ratio shows the percent- 
age relationship of earnings on a share of stock to 
the market value of the stock. Thus if a stock 
earned $10 and has a market value of $100, the 
earnings-price ratio is 10. If the stock sells 
for $1125 with earnings of $10, the earnings-price 
ratio would be 8, that is to say, 8 per cent of $125. 
Mechanically, the earnings-price ratio is arrived 
at by dividing the market value per share into the 
earnings per share. in a nutshell, it represents 


the percentage of earnings to market value of the 


arse pedtelte ! 


" , Py 5) ; y 


5 ' P ntl 
i 1 “J PLO dg . wi + By ‘ee 
4 ’ 
hat f { 2 j Fins ; a { y Is ve 
» ent Ny Ef % ee ee 


om & pee “ 
pl 4 ; ‘ YW we El a ob 0 
; ary i 
/ eR go Re ih 
y ¥ st? 
q VV f me Ga, «9? kg af 


+ /5 fi om gi 
i to wigane fates ee 43 


Wwota wit RO seLey teurcen arid 
‘Le to euler ie ONT sul iru Ore bey eo 


Cit: mame | se ak: obser setidp-tartwnee: 


abr q- thts ate! ORs te “ ayeeternae st De (OSk4 aoe (f° 


. fie 7 ¢, ie ‘oO ,WeR OF a, M hel 3 cxf bivow ots a 
VS Bh OLR BO Ete. egies 80, at veiw nistia 


vat AS ee 


By: eal ty ey Da ane. i ta ow a 


ANGUS, STONEHOUSE & CO, LTD. Smith, Dir. 2837 
TORONTO, ONTARIO (Sinclair) 


stock at a particular time. 

Q. Now, another term you use is "yield". 
Would you explain that term, please? 

A. The yield is the relationship on 
dividends on stock to market price of the stock. 
Thus, using the illustration I just employed, if 
stock sells at $100 a share and dividends thereon 
amount to $6 a share, the yield is 6.0 per cent; if 
the stock sells for $125 a share, the yield is 
4,8 per cent. 

Q@. The next term you use is "pay-out". 
Will you explain that term as you use it, please? 

A. The pay-out represents the valatconsh ip 
of dividends paid to earnings available on stock. 
Thus, if $12 is earned on a share of stock and divi- 
dends of $6 are paid, the pay-out is 50 per cent. 

If the earnings amount to $10 a share and dividends 
of $6 a share are paid, the pay-out ratio is 60 
per cent. 
MR. FRAWLEY: When you say “earnings 
on a share of stock", how do you determine that? 

THE WITNESS: That is determined from the 
published financial statements of utilities which 
are usually certified to by chartered accountants 
or C.P.A.'s in which they show the net earnings of 
the company, and then they divide the shares out- 
standing and get the earnings per share. It repre- 
sents the actual earnings in a particular period 

| of time. 
MR. FRAWLEY: Thank you. 
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MR. SINCLAIR: Q. Mr. Smith, would you 
tell the Commission, please, why earnings-price ratios, 
yields and pay-outs are considered by you to be 
important in developing cost of ordinary stock equity? 

‘A. Earnings-price ratios, yields, and 
pay-outs are very important considerations in appraising 
stock. The yield is very important because many 
investors buy stock mainly for income, which is to 
say dividends. The earnings are very important be- 
cause the earnings show the margin of safety for the 
dividend and also the prospects of increasing the 
dividend, or the possibility of a reduction therein. 
Both yields and earnings-price ratios, therefore, 
are very significant factors in influencing the judg- 
ment of investors in purchasing common stocks. The 
pay-out ratio is important because obviously of two 
companies one which pays out practically all of 
its earnings and one which pays out one-half of its 
earnings, other things being equal, the company 
which pays out only one-half of the earnings is 
more attractive because of the safety factor and of 
the possibility of increasing dividends. 

Q. Now, do you apply judgment in developing 
the weight to be given to these factors? 

A. It goes without saying that judgment 
must be applied to all studies relating to common 
stock earnings-price ratios, yields and pay-outs. 
Among other things, we know that, generally speaking, 
stocks are bought not only for the current dividends 


but also on the basis of prospective eamings and 
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dividends. There is no way of measuring accurately 
what weight investors give to each factor but it 
is known that these factors are taken into account. 

Q. Are capital gains a factor to be taken 
into account, Mr. Smith? 

A. Yes, in addition, many investors buy 
stocks for the purpose of realizing capital gains. 

We know as a matter of fact that this factor is 
extremely important in many situations. Where the 
history of a company shows availability of large 
capital gains over the years through substantial 
appreciation in the market value of the stock, the 
stock frequently sells on a very low yield basis. 
This is the situation today with respect to a great 
many common stocks because there are numerous 
companies, utilities as well as industrials, whose 
common stocks, on a current dividend basis, yield 
lower returns than the bonds of the same company. 
Where the stock of a company yields less than the 
bonds of the same company, obviously investors in 
the stock are buying on the basis of an increase in 
earnings and dividends, on the basis of a prospective 
increase in market value, or both. 

THE ACTING CHAIRMAN: Mr. Sinclair, I 
haven't got Mr. Toole's precis here; how long will he 
be? 

MR. McDONALD: He will be very short. 

THE ACTING CHAIRMAN: I was thinking whether 
we should go through until 12.30, or if we adjourned 
now, do you think we can get through with Mr. Smith 
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and Mr. Toole this afternoon? 

MR. SINCLAIR: I would think so. 

MR. McDONALD: Mr. Toole will be very short. 
I will file the precis and and get it on the record 
and take it as read, and then he will be back for 
cross-examination in January. 

THE ACTING CHAIRMAN: Then, I think we will 


adjourn now. 


---Luncheon adjournment. 


(Page 2842 follows) 
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-~--On resuming at 2.00 p.m. 


THE ACTING CHAIRMAN: All right, Mr.Sinclair. 

MR, SINCLAIR: Mr. Chairman, this morning 
in answer to a question raised by my friend Mr. Cooper 
in regard to Chart 1 as to where the year 1956 was, 
the witness Mr. Smith said that there was a break in 
the graph to save space, and I am dealing with Chart 1 
ef Exhibit 75. 

Now, if you would look at that I think eae 
the witness had in mind, obviously, was that there 
were two different types of graphs on Chart 1 of 
Exhibit 75. 

THE ACTING CHAIRMAN: it just covers four 
years? 

MR. SINCLAIR: But it is by months, sir, 
and the first graph is by years, and so by looking 
at it you will see 1956’is there by the year, and 
also, 1957 in the next graph is shown by months. 

Q. Is that correct? 

A. Yes, that is correct. 

MR. SINCLAIR: And you will see that the 
first month is not an axis of the graph on the 
second series, but the axis -- or, what would be 
not really the axis, but the most right end or side 
of the first graph, is a year. 

Qe Now, just before recess for luncheon, 
Mr. Smith, we were dealing with the ascertining of 
so bas of ordinary stock equity capital, and you had 


explained the terms you used and you had also 
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explained the factors taken into account in arriving 
at cost, including the latter one which you dealt with, 


which was capital gains. 


Now, will you turn to Schedule 8 of your cost 
of capital study -- Schedule 8 of Exhibit 75 -- and 
comment on that, please? | 

A. I show in Schedule 8 the earnings-price 
ratios, yields and pay-outs for 18 railroads, Canadian 
Pacific and Moody's 25 railroads for the years 1950 
through 1958 and for September, 1959. The data are 
shown for each of the 18 companies. 

I would like to explain the procedure followed 
by reference to the year 1958, Sheet 3 of the Schedule. 

Q. Sheet 3 of Schedule 8? 

A, That is right. 

Q. Exhibit 75. 

THE ACTING CHAIRMAN: Mr. Sinclair, would 
the pay-outs there be the pay-outs in respect of rail 
earnings-price income, or is it corporate? 

MR. SINCLAIR: On Canadian Pacific it is 
corporate. | 

Q@. That is right? 

A. Yes, that is right. 

COMMISSIONER ANSCOMB: That applies to all 
of them, I take it? | 

THE WITNESS: That is right. You can't 
very well earmark dividends by sources of income. 

THE ACTING CHAIRMAN: I just wanted to 
make that clear. 


MR. SINCLAIR: Q. Mr. Smith, in that 
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regard whatever advantage would flow to Canadian Pacific 
from these non-rail activities. would be reflected ts 
the costing that you have done for equity capital? 

A. Yes, it would be reflected in the price 
of the security, the ordinary stock, 

Q. And from what you know of the company 
would the effect of that reduce or increase the cost 
of capital to Canadian Pacific? 

A. That is a favourable factor, without 
doubt, and results in a higher price for the stock 
than would otherwise be the situation, 

Q. And therefore the lower cost? 

A. Therefore the lower cost. 

Qe Will you go on, please,turning to 
Sheet 3 of Schedule 8? 

A. The earnings-price ratio for Atchison, 
Topeka and Santa Fe for 1958 is shown as 11.06 per 
cent. The earnings per share for 1958 amounted to 
$2.51. The average of the high-low market price 
for 1958 was $22.69 per share. The earnings there- 
fore amounted to $11.06 per cent of the average mar- 
ket price. 

Q. Now, the dividend in 1958? 

ge The dividend paid in 1958 by Atchison, 
Topeka and Santa Fe amounted to $1.40 a share, The 
yield accordingly was 6.17 per cent of the average 
market price. The dividend of $1.40 was 55.77 per 
cent of the $2.51 earned per Share; hence the pay- 
out was 55.77 per cent. 


Q. Now, turning to Canadian Pacific that 
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is shown on line 20 of sheet 3 of Schedule 8 and 
Exhibit 75, would you please draw that to the atten- 
tion of the Commission? 


ar 


A. The data for Canadian Pacific are shown 


on line 20. On line 21 the statistics for Moody's 
25 railroads are portrayed. Moody's compiles a special 
statistical series for 25 railroads and the earnings- 
price ratios, yields and Deer ts on line 21 are com- 
puted from such statistical data. 

Q. Now, could we turn back to sheet 2 
of Schedule 8 of Exhibit 75, and would you aoe ae 
on that, Mr. Smith, please? 

A. On Sheet 2 of the Schedule, earnings- 
price ratios, yields and pay-outs are shown for 
each of fhe 18 companies, for Canadian Pacific and 
for Moody's 25 railroad corporations for the years 
1953 to 1955. Simblar data are shown for the 
verna 1956 to 1958 on Sheet 3. 

Q. That is the one we were dealing with 
a moment ago. Now, Sheet He 

A. The figures for September 30, 1959, 
Sheet 4, are eer uked in a somewhat different 
fashion. The earnings-price ratios are computed 
by relating the closing market price on September 
40, 1959 to the earnings per share for 1959 as 
estimated and published by Standard and Poor's 
Corporation, a well-known financial and statistical 
organization. The yields are also related to the 
closing market price on September 50. 


Q. And until the financial reports of 
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the various companies are out, what you have done 


on sheet 4 of Schedule 8 is the commonly accepted 
aethoa in this type of appraisal? | 

A. ‘Yes. I might add that railroads 
follow a practice of reporting by mone the earn- 
ings for six months, seven months, nine months, and 


so forth. Many other corporations report income 


for the twelve months ended on June 30, and so 
forth, but Standard and Poor take the earnings for 
the first nine months of this year as compared with 


nine months of last year and computes the trend, and 
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then from that computes a yearly figure which is 
published in their stock guides, and I have used ee 
yearly figure. 

Q. Thank you. Now, would you please turn 
to Schedule 9 of your cost of capital study and discuss 
that? 

A. I have summarized on Schedule 9 the 
figures appearing on Sheets 1 to 4 of Schedule 8. The 
first column after the years shows the earnings-price 
ratios for my 18 company group. It will be noted the 
ratio for 1950 was high, 23.71 per cent. This was a 
continuation of the unsettled conditions from the 
depression in which about one-third of the railroad 
trackage in the United States was run by receivers. 

There was a downward trend from 1950 to 
1954 when the ratio of 10.93 per cent was experienced. 
The ratios for 1955, 1956 and 1957 were somewhat above 
the 1954 ratio. The ratio for 1958 is shown at 
9.39 per cent and for September, 1959 at 9.53 per cent. 
By reference to Sheet 3 of Schedule 8 it will be 
seen that the ratios for 1958 for New York Central, 
Pennsylvania and Reading were 2.91 per sent, ‘dwie 
per cent and 1.53 per cent. These figures illus- 
trate that future prospects play a significant role 
in the motivation of investors. When these unrea- 
listic figures are eliminated the average becomes 
11.08 per cent instead of 9.39 per cent. Similarly, 
if the low figure of 4.41 per cent for Pennsylvania 
is eliminated from the September, 1959 data, the 


average earnings-price ratio for my group of 
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companies becomes 9.85 per cent instead of 9.53 per 
cent. 


Q. Now, what are the trends that you find 


in these various groups that you have been discussing? 


A. The earnings-price ratios of Moody's 
25 railroads in general followed the trend of the 18 
company averages and were very close to such averages 
for the year 1954 and subsequently. 

Qe Would you compare the Canadian Pacific 
Railway situation with Moody's and the 18 companies? 

A. The earnings-price ratios of Canadian 
Pacific fluctuated more widely than the others. 
They were completely out of line with the two groups 
for the years 1952 to 1954 or 1955. They have been 
lower than for the two eroups throughout the period. 
I believe that the "other income" of Canadian Pacific, 
which is a very important factor in its earnings per 
share, and which was comparatively low in the years 
1953, 1954 and 1958, has an important bearing on the 
earnings-price ratios. 

Q. Now; Mr. Smith, the middle section of 
Schedule 9 of Exhibit 75 has the heading for the three 
columns which deal with the yields for the similar 
groups you have been discussing with respect to 
earnings-price ratios. Will you please draw to 
the Commission's attention your views on this? 

| JA; The average yield for the 18 com- 

panies for the period covered by the study was 
6.26 per cent. In this connection I would like 


to refer to Sheet 4 of Schedule 8 showing the yields 
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as of September 30, 1959. Some of the yields were 
very low. Thus investors would not buy Atlantic Coast 
Line stock at a yield of 3.8 per cent, Illinois Central 
and Norfolk and Western at yields of 4.3 per cent, 
Northern Pacific at 4.1 per cent and Pennsylvania at 
1.5 per cent, when high grade bonds can be obtained to 


yield more than 5 per cent, except on the basis of 


future prospects. Some of the lower yields can only 
be explained on this basis. 
/ Q. Is that a recognized factor, Mr.Smith, 
by financial analysts? 
A. Yes, that is well recognized. 
Q. Now, you were talking about high grade 
bonds yielding more than 5 per cent; could you give 


us some examples? 


A.'o Yes, I cany In this connection 
Georgia Power Company issued $18 million of bonds 
rated A by Moody's on September 17, 1959 at a yield 
of 5.65 per cent. New England Telephone and 
Telegraph Company on September 21, 1959 issued $45 
million debentures rated double A at approximately 
5.62 per cent. Boston Edison Company on October 1, 
1959 issued $15 million bonds rateltriple A at a 
yield of approximately 5.17 per cent, and on November 
26th this year Bell Telephone Company of Canada 
issued $35 million of mortgage bonds at a yield of 

+ per cent. 

Q. Now, Mr. Smith, would you deal with 

the yields of Moody's 25 rails as compared to the 


18 railroad companies? 
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A. The yields on Moody's 25 rails were 
generally in line with my 18 company group except 
for the year 1955. Moody's averages should be 
lower for its series includes statistical data for 
all 25 companies even though some of the companies did 
not pay dividends in certain years. In the 18 company 
group I did not include, for a given year, any com- 
pany which did not pay a dividend in that year. 
The average yield for the Moody group of companies 
for the period covered in the study was 5.90 per cent. 
Q. What about yields on Canadian Pacific? 
A. While the trend of yields on Canadian 
Pacific ordinary. stock which are based on New York 
Stock Exchange quotations, generally paralleled those 
of the two groups,they were materially lower for the 
years 1952 to 1956. Even with what I consider 
abnormally low yields during the years 1952 to 1956, 
the average yield for the entire period from 1950 
was 5.51 per cent. On the basis of quotations on 
the Montreal Stock Exchange, the yields were: 1956, 
4.55 per cent, 1957, 6.21 per cent, 1958, 5.78 per 
cent and September 30, 1959, 5.88 per cent. 


(Page 2854 follows) 
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Q. Now, Mr. Smith, we would like to deal 
with the last segment of Schedule 9, namely, pay-outs. 

Re The pay-outs were much higher on the 
average for Canadian Pacific than for the two groups 
of companies. The fluctuations in pay-out were also 
much wider in the case of Canadian Pacific, ranging 
from a low of 37.64 per cent in 1950 to a high of 
77.32 per cent in 1954 with an average for the period 
of 58.94 per cent. 

Q. Yes. Now, turn to Schedule 10, Mr. 
Chairman and members of the Commission. What is the 
purpose of this schedule, Mr. Smith? 

A. In Schedule 10 I compare earnings- 
price ratios, yields and pay-outs of industrials, 
utilities and railroads. The figures are computed 
from data published by Moody's for each series. The 
significant conclusion I draw from the study is that 
railroads had higher earnings-price ratios and higher 
yields than the other two groups. This is strong 
evidence of the greater risk inherent in railroad 
equities, for which higher compensation is required 
in order to protect the integrity of railroad 
equities and thus enable the industry to attract 
equity capital on reasonable terms. 

Q. And in that last sentence of yours, 
would that higher compensation be translated to 
cost? 

. A. It is the same thing as I have used 
it here. 

Q. Specifically, would you draw to the 
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Commission's attention the comparisons in that 
Schedule 10? 

A. It will be noted among other things, 
that the yields on utilities have been low in recent 
years. Thus the yields in 1957, 1958 and as of 
October 23, 1959 were 4.92 per cent, 4.33 per 
cent and 4.05 per cent respectively. By reference 
to Schedule 4 it will be seen that the yields on 
new issues of utility bonds averaged 4.74 per cent 
in 1957, 4.21 per cent in 1958 and I have cited 
high grade issues et 1959 which sold to yield more 
than 5 per cent. 

Q. What is your comment about the situation 
that has been noted by many people of risk securities 
of junior character yielding less than higher 
securities? 

A. This condition - of senior debt 
securities yielding higher returns than junior. 
risk securities - is further illustrated by certain 
studies of Moody's published regularly in the 
Federal Reserve Bulletin. These studies show that 
yields on both industrial. and public utility common 
stoeks for the years 1956, 1957 and 1958 were lower 
than the yields on corporate bonds. This condition 
is explained by the appeal of what are known as 
"srowth" stocks, that is to say, stocks on which 
the earnings are expected to increase and the 
market price to advance in about two to five years. 
Security analysts and financial services constantly 


emphasize such growth potentialities. 
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Q. Would you give the Commission an example 
that has clearly shown the influence of growth and 
with relation to the yield? 

A. An excellent example of the influence 
of growth is the common stock of Baltimore Gas and 
Electric Company. . The average of the high-low 
price of that stock in 1954 was $29.13 a share. 
Dividends at the time amounted to $1.40 a share 
annually. The yield was, therefore, 4.80 per 
cent. In 1959 the dividend is at the rate of $2 
a share so that the yield on the basis of the aver- 
age price for 1954 is 6.87 per cent. More important 
to many investors is the fact that as of October 
30, 1959, the market price was $51.75 a share, an. 
increase of some 78 per cent ie 15.6 per cent a 
year on the average. | 

Q. Now, this example you have given 
of a company that happens to be in your own home 
town -- could you find other examples in Canada and 
in the United States? | 

A. Yes. That illustration could be 
repeated for numerous common stocks; it is the 
real explanation for the low current yields on many 
of them. It is apparent that if growth is not 
realized and the stock thereafter is purchased 
for current returns only, the yields will reach 
their proper levels with respect to yields on 
senior securities, that is to say, higher yields 
will ensue on the stocks. 


Q. Mr. Chairman and members of the 
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Commission, I would like to turn to Schedule 11 of . 
Exhibit No. 75 and ask Mr. Smith to discuss bhatt 
for the assistance of the Commission, please. 

A. schedule 11 shows the percentages 
earned on common equities of gas and electric utilities 
in the United States and dividends on such equities, 
stated as percentages of the equities. The electric 
utilities comprise all the privately owned electric 
utilities in the United States with revenues in 
excess of $250,000 annually. The gas companies are 
the gas companies subject to the regulatory juris- 
diction of the Federal Power Commission, hence they 
represent pipeline companies primarily. The gross 
gas utility plant of the companies in 1958 amounted 
to $8 billion in round figures. The investment in 
plant by the electric utilities was $36 billion. 

The rates of gas and electric companies 
in the United States are regulated. Their average 
returns, therefore, are not generally excessive 
by regulatory standards, nor are they depressed. 

Qe Mr. Smith, in saying that, has there 
been a general recognition in the regulation of these 
utilities as to their investment and the cost studies 
such as you are dealing with here in the fixing 
of individual rates as well as overall rates? 

A. Well, the rates of the natural gas 
pipeline. companies are fixed by the Federal Power 
Commission, and the Federal.Power Commission has 
been fairly active in regulating that, and regulates 


on a net investment basis. The rates of electric 
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utilities are fixed chiefly by state commissions, 
and the majority of state commissions use the net 
investment basis. But there are some using the 
fair value rate basis, and there is one commission, 
namely, Ohio, which employs a rate basis computed 


on reproduction costs, but commissions like New York, 


Wisconsin, California, use the net investment basis 


in fixing reasonable compensation to the company. 


A. Yes. 


Q. That is overall? 
THE ACTING CHAIRMAN: It would be true 


that these utilities have benefitted very much from 


the expanding economy of the country, your country 


| 

and mine? 
THE WITNESS: Yes. 

| THE ACTING CHAIRMAN: But, by the same 

| token, rail has been encroached upon by other forms 
of transportation? 

THE WITNESS: I would agree readily that 
rails have had more competition, although my friends 
in the gas business deny that; they deny that coal 
and oil represent the greatest kind of competitive 


force. But I am more on your side in that kind of 


thing. But I have this feeling: I think the 


many things, and we are taking drastic action to 
try to put them on the level of other industries. 
We have a great stake in the railroads; our economy 
depends on good transportation, and we can't have 


| 
railroads in the United States have suffered from 
that if the industry is going to be sick. 
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THE ACTING CHAIRMAN: The history of the: 


last 20 years of utilities has been against rail 


in favour of those other ones. 

THE WITNESS: I wouldn't say utilities 
against rail. The growth of the electric utilities 
has meant business for rail, because they use so 
much coal for the generation of electricity. The 
carrying of coal is still one of the big revenue 
items, and they don't want them using natural gas 
in generating electricity. 

THE ACTING CHAIRMAN: What I have in mind 
is that highways, pipelines, seaways and airlines, 
and that sort of thing, encroach on rail. 

THE WITNESS: They encroach on rail, but 
in some cases they make additional traffic available. 
When you bring in airlines, I think airlines make 
some business. They encroach a good deal on 
passenger traffic, yes. The only encroachment 
on railroads by natural gas pipelines is where the 
pipelines sell gas for boiler fuel which takes the 
place of coal. 


THE ACTING CHAIRMAN: Looking to the future, 


what damage or otherwise there will be in the next 
© years? 

THE WITNESS: I can't very well because 
I think it is tied up in another field where I get 
into trouble, and that is atomic energy. You may 
have atomic-powered locomotives carrying tremendous 


: can you give us any idea of your view as to air cargo, 
| 
freight trains at high speed. I think you are going 
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to have them transporting through air mum bigger 
planes «than we have now. That is one avenue of 
approach which I can't go into too much now; but when 
you consider the North Pole, you can see a tremendous 
future where atomic energy is used. I can project 
it this way, that in my foreseeable future I can't 
see any substitute for rail transportation, with the 
bulk of the large traffic being carried by the rail- 
road. I think everyone in the United States who 
has studied this matter is very much worried about 
our railroads in time of defence. We rely on them 
in times of emergencies. : 
THE ACTING CHAIRMAN: Would you not say 
that that applied more even to Canada? | 
THE WITNESS: I don't want to pose too 
much as an expert on Canadian affairs, but I will 
say this to you, that in my studies of Canadian ee 
roads, which I began in 1952, I think the railroads. 
have made a tremendous contribution to the economy 
of Canada, and I hope they will continue with it. 
COMMISSIONER BALCH: You said that the 
American railroads were in a sick condition. is 
there any future for the American railroads making 
a come-back? 
THE WITNESS: I think there is. I would 
like to think so. At least the general thinking 
in Congress and elsewhere is that they ought to 
be given a reasonable opportunity to come back, and 
I agree with that. First of all, the American rail- 


roads, unlike the Canadian Pacific -- there is a lot 
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manipulation in the railroads. There are the famous 
names, involving the Pacific railroads, the big 
scandal of Credit Mobilier, where millions of 
dollars were poured into the water. 

Secondly, depreciation practices were not 
started until the 1940's. Compared with Canadian 


Pacific, the Board of Transport Commissioners has 


made a study of it, and depreciation practices have 


been much sounder. The railroads are getting their 


accounts in good shape now, and, given opportunities 
as Congress said they should have, they have a 
reasonable chance to bring this industry into a 
healthy stage, and certainly I am, and a great 

many others are, rooting for them to be able to 

do that. 

THE ACTING CHAIRMAN: I wonder if the 
Commission might have an informal meeting with Mr. 
Smith. 

MR. SINCLAIR: We would be very happy to 
arrange that, sir. 

Q. When you were speaking of your friends 
in the natural gas industry and the competition, 
do your friends in the natural gas industry think 
they have got much competition from coal and oil? 

ge Yes, they do. They are very fond 
of citing one example, where the Northern Natural 
Gas Company fought to serve the Black Dog generating 
plant, and they had a special drive to serve that 
plant to take it away from coal. They got the 


authority, but coal is being burned in the plant 
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today. All I can say is the way they prey upon me 
and their troubles of competition -- they seem to be 
pretty large. 

Q. Their competition problems? 

A. Yes. I went to Birmingham, Alabama, 
and 1 was working with the natural gas company which 
serves gas to industrials, and some of these rates 
are going to be on contracts not extending beyond 
a one-month period because of the competition with. 
other fuels. Of course, that is a very serious 
thing. 

THE ACTING CHAIRMAN: When we meet, of 
course, SH Oe that Mr. Smith says will be used 
in evidence against him. 

THE WITNESS: When we meet, sir, I will 
represent Charles W. Smith and no one else. 

MR. SINCLAIR: When we were talking about 
air cargo, Mr. Chairman, I thought Mr. Smith's 
answer might have been covered to some degree by the 
fact that on the way up here they changed planes 
and he lost his bag, and so he is working here -- 

THE ACTING CHAIRMAN: That was not C.P.R. 

MR. SINCLAIR: No. Unfortunately we haven't 


got a route across the border yet. 


(Page 2866 follows) 
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THE ACTING CHAIRMAN: I was asking Mr. Smith 
to meet with us and I am sure when Mr. Frawley's 
experts come we will be glad to see them in the same 
way. 

MR, FRAWLEY: Mr. Chairman, I will be very 
glad to place my experts at a round table conference 
with the Commission. I am sure they will be as help- 
ful as my friend's experts. 

THE ACTING CHAIRMAN: All we want to do is 
get things proper. 

MR. SINCLAIR: I can understand that. That 
is what I understood by your request and also what we 
had in mind.by saying we would be glad to facilitate 
that in any way we can. 

Q. Now, looking as this Schedule ll, 

Mr. Smith, would you please discuss that? 

A. he schedule shows that natural gas 
company earnings on common equity were relatively 
stable ranging from a low of 11.2 per cent in 
1954 to a high of 13.6 per cent in 1955 and with 
an average of 12.4 per cent for the period. The 
common equities consisted of the amounts in the 
common stock and surplus accounts, averaged for 
each year shown on the schedule, and on the 
average represented 31.4 per cent of total 
capitalization for the nine-year period portrayed. 

The dividends appropriated by the gas 
companies ranged from 7.5 per cent of common 
equities to 8.9 per cent with an average for the 


period of 8.1 per cent. 
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The earnings on the common equities of 
the electric utilities were remarkably stable ranging 
from a low of 9.5 per cent to a high of 11.0 per cent 
and an average of 10.47 per cent. The dividend 
appropriations of the electric utilities averaged 
7.6 per cent for the period. The common equities 
amounted to 37.1 per cent of total capital for the 
period. 
Qe Now, would you turn to Schedule 12 
of Exhibit 75 and this deals with corporate equities 
and please discuss them. Corporate equities include 
what? 
A. Corporate equities as shown on Schedule 
12 include preferred, common and surplus, which is 
a little different from the equities on the previous 
page which is restricted to common stock and surplus. 
Q. And Schedule 12 deals with what group- 
ings of corporations both United States and Canada? 
A. It deals with all manufacturing 
corporations in the United States and it deals with 
pusiness corporations in Canada. The U.S. data 
are compiled from comprehensive samples by the two 
| federal agencies shown on the schedule. Thus the 
sample in the first quarter of 1957 contained 
approximately 9,200 corporations. The number of 
companies varies from time to time. 
The Canadian study includes somewhat more 
than 300 corporations, with variations in the 
number of companies included for most years. For 


the years 1954 and 1955, 344 corporations were 
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included and for the years 1956 to 1958 there were 
321 corporations. | | 
Qe Now, Mr. Smith, what is the situation 


with regard to Canadian corporations in 1959, which is 
not shown on Schedule 12? 

A. According to the Financial Post Market 
Data, the earnings on corporate equities of Canadian 
corporations in the first quarter of 1958 were down 
15.8 per cent from the same period of 1957; down 12.3 
per cent in the second quarter; up 0.4 per cent in 
the third quarter and up 24 per cent in the fourth 
quarter. | 

COMMISSIONER MANN: Twenty-four per cent? 

MR. SINCLAIR: No; but in the third quar- 
ter 0.4 per cent. 

THE WITNESS: 0.4 per cent in the third 
quarter. 

MR. SINCLAIR: Q. And 24 per cent in the 
fourth quarter? 

A. That is right. 

Q. You have broken that 1958 down into 
four quarters for the purpose of making some rela- 
tionship with quarters in 1959? 

A, Yes,sir. The same source stated that 
the earnings were up 16.9 per cent in the first 
quarter of 1959 compared to the same period in 1958. 

Q. Now, would you deal with average earn- 
ings for United States and Canadian corporations for 
the years 1950 through 1958? 


A. The average earnings for the U.S. 
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corporations for the years 1950 to 1958 was 11.40 per 


cent whereas the average for the Canadian corporations 
was 10.49 per cent. 

Q. Mr. Smith, what is your conclusion as 
to the cost of Canadian Pacific ordinary stock equity 
capital? / 

A. I conclude from my study that the cost 
for that part of the ordinary stock equity which is 
allocated to the rail enterprise is between ore per 
cent and 94 per cent. In reaching this conclusion 
I am influenced by the fact, among nero that the 
price of capital, even capital devoid of risk, has 
increased substantially in recent years. We can 
buy U.S. Treasury securities which will yield close 
to 5 per cent and we can invest in Government of 
Canada securities which will yield higher returns. 
High grade corporate bond issues are available in 
the. United States which yield more than 5 per cent. 

It is my conclusion that the dividend on 
the equity should be approximately 6 per cent in 
order to protect the financial integrity of the 
company and thus permit it to attraet capital in the 
amounts reasonably required and when required, and on 
reasonable terms and conditions. With a pay-out 
ratio of between 60 per cent and 65 per cent, the 
resulting cost of the equity is between 9.23 per cent 
and 10 per cent. I have narrowed the figures to 
9.25 per cent to 9.50 per cent. 

Q. That is your 9+ per cent to 95 per cent 


that you mentioned a moment ago? 
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Qe Now, as this Commission knows it is. 
necessary in dealing with Canadian Pacific to deal 
with the rail enterprise, and as that has been set 
up and its investment found by the Board of Transport 
Commissioners which was a marked advantage that flowed 
from the last time you gave evidence, the Board did 
establish the net investment in the rail enterprise 
of Canadian Pacific and I would like you to turn 
to Schedule 13 and comment on that. 

A. Schedule 13 is a balance sheet as of 
December 31, 1958, of Canadian Pacific. The balance 
sheet segregates the rail and non-rail enterprises. 

Q. Now, will you turn to Schedule 14 
which ties the balance sheet in Schedule 13 intc 
the net investment rail as we know it and as it 
is calculated on the basis of the Board of Transport 
Commissioners findings? 

As Schedule 14 shows a computation of 
the net investment in the rail enterprise made on 
the basis approved by the Board of Transport 
Commissioners. From the total rail investment 
shown on Schedule 13 there have been deducted de- 
preciation reserves, the tax equalization reserve 
applicable to rail and the donations and grants dis- 
allowed by the Board of Transport .Commissioners. 

The depreciation reserve has been adjusted so as to 
eliminate the excess of user depreciation over 
straight-line depreciation due to the Board dis- 


| allowing user depreciation for rate-making purposes. 
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The figures contained in Schedule 14 were developed 
from the records of Canadian Pacific. 

Qe Now, would you turn to the final 
schedule of Exhibit 75 and explain this to the Commis- 
sion? I wish to draw this particularly to the 
attention of the Commission.because I think it con-~ 
-£ains séme\very significant material." 

LUC Jou. Ls SWOULACYOUS ZO through this. rather slowly, 
SMrw Smith? 0.5 


A. The final Schedule (Schedule 15) in 
the cost of capital study shows the cost of debt, 
preferred and ordinary stock equity capital allocated 
to the rail enterprise. 

The first item on that schedule shows the 
cost of capital raised through the issuance of 
equipment trust certificates. Part of the total 
equipment obligation is payable in U.S. funds and 
part in Canadian funds. The amount payable in 
Use ranae is 1.12 per cent of total capital. The 
annual cost of interest thereon is 3.72 per cent. 
Accordingly, 0.04 per cent on total capital was 
necessary to service this debt as of December 31, 
1958. 

Qe That is actually a cost of service? 

As That is right. In other words, 0.04 
per cent of total capital is required to pay the 
interest on these equipment obligations, the interest 
being payable in United states funds. 

Q. Yes, 
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A. Similarly, equipments payable in 


capital, and with interest cost of 4.10 per cent, 
required 0.11 per cent on total capital. 

Q. Yes, and again that is the cost of 
servicing this amount of equipment in Canadian funds? 


A. Yes, sir. 


Canadian funds constituted 2.76 per cent of total 
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Q.° You. go onto leased lines securities 
not owned. . 

A. The leased lines securities not owned 
constituted 4.21 per cent of total capital and had 
an annual cost of 2.61 per cent as a group, and re- 
quired 0.11 per cent on total capital. 

Q. That is again as a group? 

A. Yes. The collateral trust bonds 
constituted 8.74 per cent of total capital, had 
an annual interest cost of 4.36 per cent, and re- 
quired 0.38 per cent on total capital. 

Qe Now, would you deal with the perpetual 
h per cent consolidated debenture stock of Canadian 
Pacific? 

re The perpetual 4 per cent consolidated 
debenture stock constituted 15.92 per cent of total 
capital with an annual interest cost of 2.83 per 
cent, a remarkably low cost for reasons I will 
discuss presently. The percentage on total 
capital required to service this debt was 0.45 per 
cent. 

Q: Now, would you deal with total debt? 

A. Total debt was 32.75 per cent of total 
capital as of December 31, 1958. It had an annual 
interest cost of 3.33 per cent and required 1.09 
per cent on total capital. 

Q. May I interrupt you there to say, is ae 
correct to draw the conclusion from what you have 
said that the actual cost of servicing this debt, 


some $471.5 million, the actual cost of that debt 
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money was 3 1/3 per cent? 

A. That is: right. sir. 

Q. Yes? 

A. And it is completely out of line with 
current costs of debt capital. vTt as derived largely 
from low costs embedded in the past and reflects the 


significant effect of payments in sterling. Addi- 


tional debt capital under present conditions would 
obviously cost a great deal more. 

Q. Is it correct to say that that cost, Mr. 
smith, is substantially below the cost of risk-free 
financing by governments? | 

A. Yes, it is; it is an extremely low 
figure. 

Q. Now, then, would you deal with the 


: 
| preference stock which is shown on line 15, being 
some 121.3 millions in the Canadian Pacific rail 
capital; will you deal with that, please? 
A. The cost of preference stock capital 
| is phenomenally low -- 2.53 per cent. If the com- 
pany could issue the same kind of preference stock 
The per cent on total capital, at the cost of 2.53 
per cent, required to service this stock is 0.21 per 
cent. 

Qe Is it of significance, Mr. Smith, that 
here imbedded in the Canadian Pacific capital struc- 
ture and given full weight by you in your cost study, 
that preference stock is substantially below; in your 


today, the cost would not be less than 7 per cent. 
study, the cost of debt? 
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A. yes. Dividends on the preference 
stock, like the interest on certain of the debt obli- 
gations, are payable in sterling. In computing the 
cost of railway capital to Canadian Pacific I have 
used the actual cost to the company based on exchange 
rates as at December 31, 1958, which means I have given 


effect to the low cost of sterling in Canadian funds. 


Thus the combination of a low dividend rate, 4 per 
cent, with low cost of sterling, brings about the 
fantastically low cost of 2.53 per cent for the pre- 
| ference stock capital. 
| Qe Now, what about the ordinary stock capita 
in the Canadian Pacific rail of 847.1 million? 


A. For reasons which I have already given, 


in my opinion the rate of cost for ordinary stock equity 


capital is between 9.25 per cent and 9.50 per cent. 
Accordingly, in my opinion, the overall cost of capital 
for the rail enterprise should be between 6.74 per 

cent to 6.88 per cent. 

Q. Now, in dealing with that how do you 
consider the cost that you have shown for ordinary 
stock capital? 

A. Well, all of these figures, in my 


opinion, include only the bare bones cost, and that 


Q. If you were looking at a case involving 
rate of return or overall earnings, such as you have 
done at other times, would your approach be any way 
different in dealing with this matter? 


| 
| 
| 
| 
is particularly true of ordinary stock equity. 
| 
| 
| 
| 
A. Well, the approach would be somewhat 
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the same, and there would be different items which I 
would have to take into consideration. | 

Q. Which you haven't taken into considera- 
tion here? 

A. That is right. 

Qe Such as? 

A. Well, in determining rate of return, an 


allowance is customarily made for cost of floating stock 


and for under-pricing or market pressure which would 
be associated with the issuance of additional Canadian 
Pacific stock, Moreover, a rate of return determina- 
| tion would take into consideration any additional 

senior securities planned to be issued in the rela- 
tively near future. Such securities would entail 

a much higher cost than the average cost of senior 
securities outstanding as of December 31, 1958, as I 


have previously shown. 


| ue Qh Now, is it correct to say, in dealing 
with all debt and preference stock capital, you have 
taken and given full weight and advantage to the meee 
| torical cost of that capital rather than trying to 
| relate it to present costs? 
| | A, That is right. 
Q. When you come to equity capital do you, 
sia financial analyst and as a financial adviser, make 


any distinction between equity capital raised by the 


issuance of stock and that arising from a reinvestment 


of earnings? 
A. I make no distinction between the 


capital raised directly from stockholders through the 
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sale of the stock and that raised indirectly through 
investment of retained earnings, and none can logically 
be made, in my opinion. Every dollar invested ina 
diesel locomotive, for instance, is capital which must 
be compensated. Thus, if the money invested in a 
diesel locomotive is raised in part through issuance of 
debt securities, in part through the sale of ordinary 
stock, and in part through the investment of retained 


earnings, no distinction can reasonably be made between 


| 
| 
or among these sources of investment such as to hold 
that part of the capital involves a cost or sacri- 

| fice and the other part is free. In my opinion, 

| it makes absolutely no difference, in determining 

| the cost of capital, whether the capital comes 

| directly from stock sold to stockholders or whether 
it is derived indirectly from stockholders in the 


form of retained earnings: the important thing is 


that the capital is invested in the rail property 


| 
| which is used in the public service, 

Q. Now, in the United States and before 
these regulatory commissions, of which you have been 
an officer, an adviser and a witness, is there any 

distinction made by these tribunals in their treat- 
ment of cost of capital arising from the sale of 


stock, and capital represented by retained earnings? 


tory commissions in the United States without excep- 
tion, I believe, to treat retained earnings invested 
in utility plant as invested capital. I would like 


| 
A. It is the standard practice of regula- 
to add at this point that I am making that statement 
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because I was in probably the only case where a serious 
attempt was made not to allow the retained goetnge on 
invested capital; it was a case before the District 

of Columbia Commission, and the Commission disagreed 
with the contention which was made by another federal 


government agency and the case went to the Court of 


Appeals for the District of Columbia, which upheld 
the Commission, and the Supreme Court of the United 
States refused to review the case. 
THE ACTING CHAIRMAN: What is the citation? 
THE WITNESS: The case was in 1946; it was 
a case that involved the Potomac Electric Power Company 
and the General Service Administration, and it was 
the government which took the case to court, and I 
will be’ glad to give you the exact citation, I will 
‘supply it to Mr. Sinclair. | 


Now, in that case, Potomac versus General Service 
Administration, ener eet coe: of that litigation was 
that reinvested earnings were recognized as capital 
which it was entitled to a return, along with capital 
meten from sale of stock; is that correct? 

| A. That is right, and the statement was 
made by the Court, I believe, that no citation to 
the contrary was given. 

Q. Now, in view of the work that you have 
done in this regard and the studies you have made con- 
cerning the cost of capital to Canadian Pacific, 
would you express your views as to the rate that was 


| 
| 
| 
| 
| 
Q. And I will give it to Mr. Cooper. 
used in the cost study for the costing of grain, as 
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these cost studies have been presented to the Commis- 
sion? 

A. In view of the facts and opinions 
expressed previously in this testimony the cost of 
money of 64 per cent used in the cost study for grain 
and grain products moving at statutory and related 
rates to export positions in western Canada is not 
excessive, in my opinion. 

MR.SINCLAIR : That concludes Mr. Smith's 
evidence, and the Commission has ruled that your 
cross-examination and the questions to be directed to 
you by my friends Mr. Cooper and Mr. Cumming on be- 
half of the Commission, is to be deferred until the 
Commission reassembles here in Ottawa commencing 
on January 11th. 

THE ACTING CHAIRMAN: Thank you, Mr.Smith, 


and we will look forward to having you back. 


---Short recess. 


(Page 2885 follows) 
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MR. FRAWLEY: May I take just a few minutes 
to refer back to the matter concerning which I spoke 
to the Commission this morning, and that was the 
cost study on Alberta coal. At that time you will 
remember that my friend raised an objection, and it 
became very doubtful whether or not the matter was 
a public matter and I abandoned entirely any further 
comments. I have consulted the official record 
of the Board of Transport Commissioners and I find 
that this matter is recorded under File No. 27425.90, 
and I find on the 10th June, 1952 there was a round- 
table conference re Alberta coal in that file number 
matter before Chief Commissioner Mr. Justice John 
D. Kearney and Commissioner Frank M. MacPherson. 
Present were Mr. R. Kerr, Q.C., Assistant Counsel; 
Mr. D. A. Scott, Director of Bureau of Transportation 
Economics; and Mr. L. J. Knowles, Special Advisor; 
and also Nelson R. Butcher and Company, official 
reporters, were in attendance. The appearances 
were Mr. Teor: Frawley, Q. C., for the province 
of Alberta; Mr. K.D.M. Spence, for the Canadian 
Pacific Railway Company; and Mr. A. K. Dysart, for 
the Canadian National Railways. I find at that 
time that Dr. Ford K. Edwards was at this round-table 
conference, and I would ask the Commission to refer 
to Volume 901 of the Board of Transport Commissioners, 
pages 3321 extending through to page 3349(k). 

At that time the subject of the discussion 
was the application which I and the Western Canada 


coal operators. had made to the Board to undertake a 
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cost study of the movement of coal from Alberta to. 
Ontario, and Dr. Edwards was there to discuss with 


the Board the possibility of the Board's Bureau of 


Transportation Economics! undertaking that coal 

cost study. At that that time, on the 10th June, 
! there had been prepared a coal cost study by the 
Canadian Pacific Railway and that coal cost study 
was the subject of this discussion, and I find that 
after introducing Dr. Edwards and qualifying him 
that I said at page 5323: | 


"Now, Dr. Edwards, you have seen 
the Canadian Pacific cost study for the 
‘movement of coal from the mines in 


Alberta and Eastern British Columbia 


\ 
| 
| 
| 
! 
| 
| 
to Ontario? 
| 
| A. Yes, I have seen this document 
| that has been circulated that gives the 
i net result of this study and a summary 
| and breakdown for various movements 
by individual items, and I had the ben- 
fit of two or three hours! discussion 
with the authors of the study, Mr. 
Brinks and Mr. Stone." 
Mr. Brinks and Mr. Stone were at that time 
members of the Canadian Pacific's cost section, and 


we discussed the coal study study -- 


Was it lost in the shuffle? 


THE ACTING CHAIRMAN: Where is the study? 
MR. FRAWLEY: No, the study itself is on 
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file with the Board. It was there that day for dis- 
cussion purposes. We were referring to it by page 
number and by column number, and I find at page 3349(g) 
that this statement was made by myself -- 

MR. SINCLAIR: Just a minute, Mr. Frawley. 
Again, I do not know what this is. As I said, what 
my friend is proposing to do may be quite all right, 
but it is not a matter, surely -- if it is public 
then it is all right. 

THE ACTING CHAIRMAN: If it is a public dow- 
tent it can be filed. 

MR. SINCLAIR: Yes, but surely in a matter 
of this kind I can take a look at it. 

MR. FRAWLEY: Yes. 

MR. SINCLAIR: I am sure my friend would allow 
me to do that. 

THE ACTING CHAIRMAN: You can speak to it. 

MR. SINCLAIR: Yes, but, surely, it does 
not have to be handed in now. 1952 is a long time 
ago, and -- | 

THE ACTING CHAIRMAN: Refresh your memory 
by reading the record. 

MR. SINCLAIR: Thank you, sir. I do not 
have to read it now, do I, because I would like to 
hear the evidence? 

THE ACTING CHAIRMAN: No. 

MR. McDONALD: if it pleases the Com- 
mission the next witness will speak to the memorandum 
regarding the cost of capital which was circulated 


by the Canadian National Railways among counsel and 
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to the Commission, and the witness who will speak to 
this memorandum is Mr. J.L. Toole, vice-president 
of accounting and finance, Canadian National Rail- 
ways. I will file a precis of his evidence as 
Exhibit 76, and the table attached to it as Exhibit 76-A. 
---EXHIBIT NO. 76: Document entitled:. Can- 

adian National Railways; 

Memorandum regarding 


cost of capital. 


---EXHIBIT NO, 76-A: Statement N.A.-1 Attached 
to Exhibit 76. 
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TOOLE, John L. Called: 
DIRECT EXAMINATION BY MR. McDONALD: 


MR. McDONALD: Mr. Toole was born in London, 
Ontario, in 1913. He obtained a B.A. degree in 
Commerce and Finance at the University of Toronto 
in 1936. He has been a certified public accountant 
since 1939. He is a-member of the Certified Public 
Accountants! Association of Ontario, and also the 
Dominion Association. He was with Canadian Industries 
from 1939 to 1941 as Group Accountant; with the 
Dominion Rubber Company from 1941 as assistant 
controller, and in 1948 he ended up with them as 
Control Manager of the Mechanical Goods Division. 

Mr. Toole joined the Ford Motor Company 
in 1949 as Assistant Controller where he remained 
until 1954. In that year he joined Canadian National 
Railways as Assistant Comptroller. In 1957 he was 
appointed comptroller, Canadian National Railways, 
and in 1959, Vice- President of Accounting and 
Finance. 

Q. Does that correctly outline your 
history? 

| A. That is correct. 

Q. By the way, Exhibit 76 was prepared 
by you, or under your supervision? 

A. That is right. 

Q. And it is correct? Will you just 
outline your evidence for us, please? 

A. Canadian National agrees with the 


principles enunciated in the memorandum submitted 
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by Canadian Pacific Railway regarding cost of capital. 
Canadian National adopts the rate of 9.25 per cent 

as the cost of equity capital for the reasons outlined 
in the said Canadian Pacific memorandum. 

The attached statement (N.A.-1) has been 
prepared to show the capital structure of the Canadian 
National Railways at December 31, 1958 and a calculation 
of interest and amortization charges thereon amounting 
to the composite rate of 6.95 per cent per annum. 

The consolidated balance sheet at December 
SE; 1958 has been used as the basis for determining 
the principal amount of long term debt and shareholders! 
equity outstanding. The capital requirements of 
Trans-Canada Air Lines are provided by Canadian 
National Railways and the long term debt and share- 
holders' equity as shown on the attached schedule 
have been adjusted to reflect this special situation. 
As the $100,000,000 debenture issued to the Govern- 
ment of Canada under the Capital Revision Act, 

1952 and the Canadian Government Railways working 
capital advarces of $16,988,091 are non-interest 
bearing at the present time, the aggregate of these 
amounts has been transferred from debt capital to 
equity capital. 

e Interest and amortization of discount 

on the outstanding bonds, debentures and equipment 
obligations have been calculated on an annual 
basis and this results in an average cost of 3.458 
per cent per annum. It has been calculated that 


if a bond issue had been sold to the public in 
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December 1958 to refund the $311.2 million loans 
from the Government of Canada, it would have cost 
the company an average rate of at least 5.10 per 
cent per annum, which is the rate you will find 
used in the schedule. The total of these two rates 
produces a combined annual rate of 3.841 per cent 
for debt capital. The rate of 9.25 per cent has 
been applied to the total of the shareholders! 
equity to produce a return of $167.0 million which, 
when added to the $51.2 million of interest on 
debt capital, produces a composite cost of capital 
employed of 6.95 per cent. | 

On this basis we conservatively used 6.5 
per cent in the cost study. 

MR. McDONALD: At this point, Mr. Chairman, 
I would like to file with you for your ready reference 
copies of the annual report of the Canadian National 

Railways for the year 1958. This will be Exhibit 
No. 77. 
---EXHIBIT NO. 77: 1958 Annual Report of 
Canadian National Rail- 
Ways. 

MR. McDONALD: That coneludes the evidence- 
in-chief of Mr. Toole, and he will be available for 
eross-examination when the Commission resumes. 

COMMISSIONER ANSCOMB: You borrowed 
$3 million a couple of weeks ago. Just how much 
did you pay for that? 

THE WITNESS: That loan has two maturities 


AnthC% There is December 15, 1964 and convertible 
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company's cost of it is 5.96 per cent. 

The other $100 million will be issued as 
of January 1, 1960, maturity January 1, 1985, 5-3/4 
per cent coupon. 

COMMISSIONER ANSCOMB: Twenty-five years, 
a guarter of a century. 

THE WITNESS: That is right -- 5-3/4 per 
cent, 5.93. 

COMMISSIONER ANSCOMB: a ae Bo 

THE WITNESS: Yes. | 

THE ACTING CHAIRMAN: The effective rate? 

THE WITNESS: Yes; just a shade under 
6 per cent. 

THE ACTING CHAIRMAN: I think we will 


adjourn now for five minutes. 
---Recess. 


THE ACTING CHAIRMAN: We have considered 
this matter of dates, and we have decided that we have 
to rule, and we are ruling that the Commission will 
meet in Ottawa on January 11th, but it will be in 
private session. We hope that during that week, 
on the 13th, 14th and 15th, the experts of Mr. 

Frawley and Mr. MacKimmie will get together with 
Mr. Cooper for the purposes of studying those 

questions that are involved there. Then, on the 
morning of the 18th in this room we will proceed 


| 
up until June 15, 1964. The coupon rate is 5-1/2 
per cent. It was a loan of $200 million, and the 
with the cross-examination of witnesses, and with 
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the examination of Mr. McCoy and Mr. Roberts. I think 
that is clear now. 


We will adjourn now until then. 


---Whereupon the hearing adjourned at 4.00 to 
resume at 10.00 a.m. Monday, January 18th, 1960. 
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REVISIONS OF WITNESSES 


VOLUME 21 
rage Line 
3014 4 Delete words "hasn't gotten"; 
insert “did not get" 
3027 6 Delete word "increased" 
4 Delete whole line 
3040 5 Delete word "Soo" 
ERRATA 
3026 28 Delete word "length"; insert 
revenue 
3027 5 Delete word "length"; insert 
revenue 
4 Delete word "length"; insert 
revenue 
eo} Insert after word "any"; 
"explanation of " 
3034 25 Insert prior to letter Ag" s 
Mr. Frawley 
3035 17 Insert prior to letter lee 
Mr. Macdougall 
3040 4 Delete "fee"; insert "key" 
15 Delete word "difference"; 


insert "distance" 
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Page Line 
2986 8 Delete word "there"; 
| substitute "then" 
2987 5 Delete word "on"; 
substitute "in" 
18 Delete word "I" after think; 
substitute "you" 
2988 10 Delete word "while"; 
substitute "well" 
12 Delete word "was"; 
substitute "us" 
15 "5.85" should read "5.95" 
2991 6 Me § Delete "follow"; 
substitute “below" 
2997 Ly Delete "reserves"; 
batt substitute "reverse" 
15 Delete "$70"; substitute "$17" 
2998 8 Figures "6.56" should read "6.86" 
REVISIONS OF WITNESSES 
2987 6 Delete word "the"; 
substitute "a" 
2991 14 Delete "it"; substitute "these" 
2998 12 Delete "cost"; substitute 
"equipment trust" 
4001 Sigg Delete "forms"; substitute 
"factors" 
3002 if Delete "get it to that extent"; 
substitute "sell and issue" 
14 Delete "wouldn't"; substitute 


"couldn't" 


: ma Agee? Bie ae Msi see Maker © 1 
: v h cL - Riles “is ee kd 
7, hae Ae ee 

'® 7 : = ve 7 


Hen 


ee aca ‘othe 
iLew" ojuiivedva — 


“aaw" piow eteled St. mm te .: 
an" otudivedsa — | 
"20.2" Seen Biwode "@8.2" @r a 


Bevis pet ete. A Teese RE 


| siaeees ne 
"Tre" sdudttedwe "oye". tered. ar ie 
"08.0" baer bisorta "O20" pineal hy ee 


ania" Stow we rr.) 
“er osu itadve 


“saont” otutitadse <0" ete cot ar 
SI 


odut tvedua :"a08" ovoted 
"teoyt tie tuo" 


ated tvedee hea oeteg we 


i“thedxo tend ot tt eteled z 
“eteat baw fou" angen 


- 

. 

| 

| 

; 

| 

| 

| 

evouenr. hy 
sont toadve i aa aie ae | | ps 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO 28 95 


Ottawa, Ontario, 
Monday, 
| January 18, 1960 


---On commencing at 10,00 a.m. 


THE CHAIRMAN: The Commission will come to 
order. 

I think Mr. Sinclair has something to say. 

MR, SINCLAIR: Yes, and possibly, Mr.. Chairman 
and members of the. Commission; before we do that I think, 
Mr. Frawley not being here, that possibly someone from 
the province might say something. 

MR. MAURO: I think, Mr. Chairman and 
members of the Commission, before starting the work 

-gession again, that on behalf of counsel I want to extend 
to you, sir, our very sincere congratulations on your 
appointment as Chairman of this Commission. IT also 
congratulate the Prime Minister in his continued good 
judgment in choosing you, sir, and I want to say on 
behalf of counsel who are appearing before this Com- 
mission that we are indeed pleased that the decision 
was made and we are satisfied that the work of the Com- 
mission will go forward apaibrane about some lasting 
solutions to these very serious problems. So I wish 
you continued good health and offer to you our complete 
assistance in the work of the Commission. | 

THE CHAIRMAN: Well, thank you very much, 
gentlemen. The circumstances ities which the appoint- 
ment has been made, of course, were a bit worrying, and 


I am glad to state to you that my information is that 
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Mr. McTague is doing very well, and we are hoping that 
hewill continue to do bo and be restored to health. 

I want to thank my colleagues on the staff 
for the loyalty they have shown, and I can only state 
to Mr. Mauro -- and I think he is speaking for all of 
counsel -- that I appreciate the cooperation. We 
have a big job, and let's get on with it. 

MR. SINCLAIR: Before asking Mr. Smith to 
- return to the stand, Mr. ciedibacas there were a few 
things that were in the.record that we undertook to do, 
and I think peeaaeay this is a good place to do them. 

“At Volume 12, page 1699, Mr. Frawley re-« 
quested certain information having to do with in general 
increases which had been applied to the agreed charges. 
We have prepared certain statements, some of multiple 
pages, and clipped them together, and possibly that 
could be filed as an answer to Mr. Frawley's request, 

which I think was made to Mr. Edsforth, as Exhibit 785 
which will be entitled: "Agreed Charges which were 


‘increased by negotiation as a ‘result of general increases.|" 


---EXHIBIT NO. 78: Certain statements entitled: 
ees A "Agreed Charges which were in- 
ae creased by negotiation as a 
result of genéral increases..." : 
_ MR. SINCLAIR: At Volume 13, pages 1797 and 
1798, Mr. Brazier requested Mr, Edsforth if Canadian 
Pacific could develop figures which would indicate to 
what extent western Canadian grain moved to domestic 


markets in eastern Canada. Mr. Edsforth and his staff 


have considered this, and I am told by him, and I would 
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wish to give this answer to Mr. Brazier's question this 
way: "We have . . ." -- Mr. Edsforth speaking -- 

> e « ©xamined our records but have been unable to 
develop the information requested by Mr. Brazier, nor 
have we been able to find that it is available from any 
other source." 

I should add that the correlation of figures 
of shipments to Fort William and expat shipments for a 
period to make them match those are not available, as 
far as we know. 

At Volume 20, page 2825, Commissioner Mann 
asked Mr, Smith concerning loans guaranteed by the 
Government for the railroad industry in the United 
States arising out of the amendments to the Interstate 
Commerce Commission Act. We have found this informa- 
tion difficult to develop because these are not reported 
as financing in any of the normal ways, and, indeed, 
when you go to the Interstate Commerce Commission you 
find difficulty in ascertaining this information because 


of varying docket numbers and varying bureaus that are 


involved. We think we have them all, but we are not 
certain. . But certainly we are convinced that we have 
the Substance of them. There are five of railroad 


loans guaranteed under Part 5 of the Interstate Commerce 
Commission Act as follows: 

Boston, Maine Railroad, $3 million 5 per cent 
notes, payable over fifteen years, $100,000 semi-annually 
guaranteed to the Bankers Trust Gontshuty as approved by 
the Interstate Commerce Commission, and that was issued 


in May, 1959. 
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Newhaven applied for two loans, one of $8.4 
million and one of $1.5 million; both loans were for 
fifteen years. The ICC indicated that approval would 
be granted if |favourable ‘arrangements could be made, but 
deferred final disposition. The application for the 
loan of $1.5 million was later naa “alt a rate of 5 per 

cent, September, 1959. The application for the loan of 
$8. 4 million is on the basis that the loan was approved 
if ‘placement could be arranged. 

Now, apparently there was some difficulty con- 
cerning this, and, as far as we know, there has been 
some subsequent doeket on it, but it was put to me “that 
to trace this transaction through practically defies 
aXPene: Any rates sr dindat 16K on that one, sir, 
you could possibly ask Mr. Smith or possibly you would 
be more successful in the tracing than we were. 

Then the SUD large loan was the one to the 
New York Central of $hO million. This is serial maturi- 
ties of 12 equal tnbte bhontys commencing in 1963. The 
rate is 5 per cent, wuneR-de specifically to reimburse 
the company for equipment expenditures made in 1957 and 
1958, and also to assist in the financing of classifi- 
cation yard at Elkhart, Indiana. 

The fourth one, Georgia-Florida Railroad, 
$1 million 54 per cent notes, specifically for roadway 
maintenance and rehabilitation, approved in Ost event 
That company, as you may know, sir, is in bankruptcy. 

Then the Lehigh Valley, $5.9 million, payable 
in instalments over £5 yeard; the notes maturing in 
1960 to 1964 bear interest of 44 per cent, 1965-69, 

5 per cent, 1970-74 at 5-1/8 per cent. That was 
approved on November 17th, 1959. 
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At Volume 20, page 2878, I was requested to 
Secure information by the Chairman and supply it to 
Mr. Cooper concerning nt eatl Oue of a case that Mr. Smith 
dealt with. That has been done. | 

At Volume 12, 1639 and 1637, Mr. Mauro asked 
Mr, Edsforth to add certain material to Exhibit No. 49 
concerning westbound Commedite rates during the same 
periods. This information is being devéloped, and I 
will file it as soon as we have got it photographed, 

Before I call Mr. Smith Rec ae friend Mr. 
Frawley wishes to put something before the Commission. 

MR. FRAWLEY: There was Aerie: of cost 
data that we had requested from the railways, and it 
was -- well, a simple word is refused, and then we were 
told by Mr. Cooper that we should make a flormal 
application to the Board and it could be returnable 
as early as this morning. I understood this wasn't 
a promise that it had to be brought on this morning, 
but it could be done as expeditiously as this morning. 
So, nebantine that suggestion, we did draw a notice of 
motion and we had copies delivered to our friends, 
railway counse 1] and other counsel, and that motion is 
returnable this morning, and about ten o'clock these 
were supplied to Mr. Anderson. I am only reine at 
the moment to ask that the motion be stood over until 
two o'clock, and I would like to speak to it again at 
two o'clock. 

THE CHAIRMAN: That is quite all right. 

MR, SINCLAIR: Mr. Smith. 

THE CHAIRMAN: I think we appreciate the fact 
that you have given us all the information, but it has 


meant a lot of work,we realize; we appreciate it. 
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MR. SINCLAIR: Mr. Smith, please. Mr. 
Smith gave @€vidence in’ chief to the Commission on 
December the 17th, and that evidence is in Volume 
20 commencing at page 2802. He is returning here 
today to answer the questions of my friends and 
such other information as the Commission may wish 
to secure from him. 

SMITH, Charles W., Resumed 
CROSS-EXAMINATJON BY MR, COOPER: 

Q. Mr. Smith, I intend to refer to various 
pages of Volume 20 of the transcript of evidence and 
ask you, for the benefit of the Commission, to clarify 
in certain cases for their information and perhaps in 
other cases to enlarge upon what you have said in 
your direct evidence, and I direct your attention first 
to page 2806 of the transcript, and you will find at 
the bottom of that page an answer by yourself to a 
question put by my friend Mr. Sinclair: 

"A. Public utility regulatory commissions 
in general make extensive use of what are 
known as ‘cost of capital! studies. These 
studies are usually divided into three main 
parts, debt capital, preferred stock capital 
and common or ordinary stock equity capital, 
with a summary schedule showing the cost 

to the particular company under review" 

Q. Now, I direct your attention specifically, 
Mr. Smith, to the word "usually", and I would like 
you to tell the Commission whether there are other 


methods of conducting these capital cost studies other 
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than dividing the studies into three main parts such 
as you have done, 

A. As to the cost studies themselves, the 
answer is no. “> They are invariably divided in the 
manner which I have explained. In some cases, other 
studies -- studies other than capital cost studies -- 
are employed. For instance, you will find sometimes 
some authorities in this field try to measure the 
risk factor by some objective test other than cost 
of capital. But every witness [I have known of in 
recent years in cases of this kind have put cost of 
capital studies divided in the three categories I have 
mentioned. 

Q. I understand, Mr. Smith, then, that 
if one is doing’cost of capital study one invariably, 
in your experience, deals with debt capital, preferred 
stock capital, and common or ordinary stock equity 
capital? 

A. Yes, sir, that is correct. 

Q. Now, on page 2807, in answer also to 
a question by my friend, Mr. Sinclair, you stated tmt 
the cost of debt and preference stock capital is 
developed by studying the cost over a period, but 
that in the second case you use the cost of debt and 
preferred stock capital as the current cost of 1958. 

Now, am I to understand that ordinarily in 
such a study you would not take current costs in any 
one year but would take cost over, say, a number of 
years? 


A. No. I had better enlarge upon that. 
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Smith, cr. ex. 2902 


Telephone cases, I have seen several studies which 


M (Cooper ) 
i 
2 The studies as to debt and preferred stock: 
3 capital in general cover a period of years. The 
4 study as to the particular company may include a 
5 mutha of years, but there is always one study as 
6 of some date immediately in the past or some date 
y estimated. some distance in the future ~~ Say, six 
| months or a year in the future. 
3 Let me tell you whiehtor the reasons we do 
? that. First of all, we try to pleat a trend to 
10 see what we may experience in the future. And, 
il secondly, we also vere these other issues of debt 
12 and preferred stock securities over a period to 
13 determine whether any of the company's existing debt 
14 cost too much. 
15 i have in mind one case where the Federal 
Power Commission said that the company's debt 
- securities involved a rate of more than ten per cent 
id and the debt securities were refundable and said we 
18 will allow three per cent because in our opinion 
19| three per bbe is reasonable. 
20 Qs Do you know, Mr. Smith, whether these 
1 cost of capital studies are carried out in this same 
99 way in Canada? L think your evidence related to 
= the United States, if not entirely to the United 
states. 
24 
Ao I know some of them are carried out 
ap this way. Ec have seen studies’ In the Bell 
26 


27 were presented to the provinces. They were all 


28 generally within this framework. some of them 
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(Cooper ) 
went beyond this framework -- went in a direction 
I would not go. some of them substitute current 


costs for what we normally term historial or imbedded 
costs. some witnesses with whom I do not agree -- 
with whom I disagree -- would today substitute six 
per cent, say, for debt security cost instead of 
the low debt security cost which is reflected for 
Canadian Pacific in my exhibit. | 

My point is to the extent they make a 
real cost. of capital study, I think they do pretty 
much what I have done here. 

I must constantly point out that judgment 
is involved. Their Judgment may not be the same 
as mine, particularly when it comes to the common 
equity factor. | 

1 4 When you come to the common stock 
equity factor, then it is a matter pretty well of 
judgment? 

| A. It has involved judgment after studying 

a lot of objective facts. sin | 

Qs Also at page 2807 you use the phrase , 
Me. Smith, that "to protect the financial integrity 
of the enterprise". I wonder if you would just 
enlarge on that phrase for a moment to explain it 
for the benefit of myself and the Commission? 

Ae Protecting Pipe eeind integrity means 
that you protect the investment which has been made 
in the company in the past to keep that from being 
impaired so that it will get reasonable compensation. 


Now, the test of that, or some of the 
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tests I have made here -- and, in addition, there 
is another test I didn't speak of -- when it comes 
to debt securities or when times interest is earned, 
so-called coverage is slegactapinwedeas if you have 
investment equity debt securities, if you dé not 
earn your interest a certain number of times, the 
debt securities will then have a lower rating and 
that will impair the equity and will impair the 
investment which is made in them. That is not 
present here -- that's the reason I didn't talk 
about it -- but that is generally what we mean by 
Supairine the investment. 

Q. I am not entirely clear, Mr. Smith, 
as to the use which is made of cost of onli er studies 
~ regulatory commissions, by which I think you mean 
public sid Wey: te oketaene in their-rate-making 
functions. 

A. Well, I perhaps can explain that more 
in detail. 

Practically every Commission I know of 
makes cost studies -- cost of capital studies. [I 
do not know of an exception right now that does not 
have studies made or have its staff make them 
respecting debt securities and preferred stock. 

A couple of years ago, the Public Utilities 
Section of ‘the American Bar Association, reporting 

on this subject, stated thatch Comals stone in the 
United States continued to emphasize the cost of 
capital concept in rate of return decision. 


Now, the Federal Power Commission goes a 
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little further in this than other Commissions, 
although, as you know, the Federal Power Commission 
is cited as an autlierity, It is imitated rather 
extensively. The Peceral Power Commission very 
frequently in its decision says, this return will 
allow the payment of interest which equates to a 
certain eee, the payment of preferred stock 
dividends equates to a certain rate, and, in the 
case of Northern Natural Gas Company, 9+ per cent 
for the common equity. It spelis it cut in that 
detail. 
| Other Commissions are doing the same 
thing, but. I could not speak for alli the Commissions 
in the United States because some of their practices 
are different. But it represents, I would say, 
generally minor departures and approach the problem 
at a different angle. 

Qe That is one of the factors of rate- 
making, aS far as it goes? 

| A. Yes, I think that is thoroughly 
established. 

Qe When you refer to Public Utility 
Commissions -- perhaps you have already touched on 
this before this morning, Mr. Smith -- do you 
include such Commissions in Canada? 

Ae No, I was speaking of regulatory 
commissions in the United States. My knowle dge of 
Commissions in Canada is rather limited. I do 
have some knowledge of the work of the Board of 


Transport Commissioners, but I would not like to 
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go beyond that. 

Qo L tum ,Mr. Smith, to chart 1 of 
Exhibit No. 75. That is the chart which is headed 
"Yields on United States Treasury Bonds -- long 
term issués , 1950 to date", 

You comment on this chart in your evidence, 
and it extends to September, 1959. Now, would you 
care to express an opinion, Mr. Smith, as to the 
trend of yields of United States Treasury Bonds, 
say, for the next five years? 

AS No, sir, I would not say what they 
are going to be in the next five years. L. think 
any man that does that would be insane. 

Q- I take it that that answer would 
also apply to any questions with respect to yield 
trends on railirosd bonds? 

Ae Yes -- Pive years, it certainly 
would. 

Now, if you say for the next year, I can 
say I can see nothing in the picture that will change 
our situation drastically in the next year, but I 
would not speak for five years because so many 
things could happen in that time. 

Q. With respect to this one year period, 
are you directing remarks also to United States 
Treasury Bonds as well as railroad bonds? 

| Ao Yes, that is correct. I do not know 
of anyone today who would indicate or state that 
we are going to have a drastically changed picture 


in 1960. We know we still have inflation -- that is, 
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we know we still have the policy of Government: that 
is to try to put brakes on inflation through 
monetary control. We know the President has 
recently stated that his number one project is to 
lift the ceiling on Government interest rates of 

% per cent. We know that since the steel strike 
was settled, expansion is resuming; employment 
is higher than it has ever been, and every indication 
is that for the next year there are going to be 
good demands for capital, so that a lowering of 
interest rates would not likely occur. That is 
rising, of course, because I cannot tell the future. 

Q. At page 2801 you state that the bonds 
included in the first series on chart 1 of exhibit 
1D were due or callable in eight years. 

Now, I notice that on schedule 1 of 
exhibit 75 the text underneath the figures there 
appears to indicate that these bonds of the first 
series were due or callable in some instances in 
longer periods than eight years, or ba TB bad eee 
standing the text under the figures in schedule 
les 

A. I think you are correct, Mr. Cooper, 


and the text controls. 
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Q. The text of Schedule 1 of Exhibit 75? 

A. Yes, that is correct. I worked this 
text out many years ago by going to the Treasury Depart- 
ment, and I must say that, in the case of any conflict 
between my own testimony and the text, the text controls. 

Q. I think there is a slight inconsistency. 
At page 2810 you state: 

"  , . The bonds included in this first series 

were due or callable in eight years. . ." 
Whereas the text says that yields from October 1925 to 
February 1943 are based on bonds aia or callable 
after twelve ey ents and then it refers, further, to 
April 1944, when the series was revised, beginning 
February 1943, to include ail outstanding partially 
tax exempt issues due or callable ... 

A. Yes; I think I read the first sentence and 
Stopped there when I gave my testimony, because the 
first sentence says for the period 1920 to 1945 the 
issues of all outstanding partially tax exempt govern- 
ment bonds, due or callable ... I probably didn't 
read far enough. 

Q. Well, I thought I might clear that up, in 
any event, for the benefit of the Commission. 

A. Thank you. 

Q. Will you turn to Sehedule 2 of Exhibit 75 
and just explain, if you will, the footnote "Theoretical 
yields 15-year bonds"? 

: A. I can't explain it except that I believe it 
is the yield at maturity. In other words, if you 
held the bonds to maturity that is what you would get. 
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It is not actual, current yield. A lot of these bonds 
are purchased at discount and the current yield is 
much lower than the yield at maturity, when you would 
get the difference between the discount price and the 
par value. 

The statement was taken from a publication 
cormerning Canadian bonds. 

Q. The U.S. Treasury yields given there 
are presumably not on the same basis? 

A. They are on the maturity basis also. nN 
think they are on the same basis. But in the one case 
the yield is at maturity, and in the other case they 
are called "theoretical". 

Q. But you still say they are on the same 
basis? 

A. That is correct. 

Qe I refer you to page 2818 of the trans- 
cript. You refer there to the collateral trust bonds 
of Canadian Pacific as being rated Ba by Moody's. Do 
you know the yield from these bonds, say, for the year 
1957? 

A, No, I don't have that figure. 

Q. And 1958 you have not either? 

A. No. | 

MR. SINCLATR: We have it in our papers. We 
can supply that. It is 1957 and 1958? 

MR. COOPER: 1957 and 1958. 

w- On that page you state that ". . . The 
Ba ratings on yields are not usuaily shown because the 


Baa, generally speaking, is the lowest rating which 
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qualifies for investment by banks..." I take it, 
of course, those hee banks is the United States? 

A. That is correct, sir. 

Q. Are any bonds of Canadian companies 
qualified for investment by banks in the United States? 

A, I do not know. I am sure banks have 
such ponds, but I don't know they would quality for 
your banks! standards when they analyse the financial 
Statements. 

The statement that Baa was the lowest for 
investment by banks came, generally speaking, from the 
rating agencies -~ Standard and poor in Moody's. 

Q. If no Canadian bonds are included in 
any class above Ba as a matter of rating, then, it would 
be impossible for Canadian Pacific, no matter how good 
a bond, to get above a Ba rating? 

ALT’ don"t think that is true, but I will 
say that I think you could put Canadian Pacific: bonds 
on the rating Baa, due to the fact that they are Canadian 
bonds. _ 

Q. On page 2823: you ‘state that most of the 
debt financing of railroads in recent years has been 
through equipment obligations? 

Now, for the benefit of those who don't fully 
understand these things -- which includes myself -- would 
you explain the methods of railroad financing, briefly? 

A. This method is really buying equipment 
on the instalment plan. | 

There are, basically, two methods. One 


is the conditional sale method, and the other is ‘the 
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Philadelphian plan, but they have the same purpose. 
The equipment obligations are issued against 


locomotives, cars, rolling stock and the title is held 
in trust, or held under a conditional sale contract. 
If payments are not made -- and payments are usually 
made serially in fifteen years -- the equipment can be 
taken back by the seller. 

Q. Title to the equipment remains in the 
Seller? 

A. In the Philadelphian plan, dt remains in 
the trustee who acts for those who own the equipment 
obligations. 

During the depression I believe there was one 
issue of equipment which failed. It is considered 
high-grade security. Naturally, it would be, because 
the railroad would be worthless without its rolling stock. 

Q. When you nase reference later on to 
equipment trust certificates you are referring to 
€quipment obligations where the title to the actual 
property is held by the trustee?. 

A. That .is correct. As a matter of practice, 
the railroad puts the equipment on its books at cost, 
and puts the equipment in as a liability, which it is, 
substantially. 

The legal form, however, is somewhat different 
from that. 

Q. On page 2824 you refer to five issues of 
bonds in 1958. Were those issues refunding issues or 
new financing, Mr. Smith? 


A; These were, I believe, new financing. 
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Q. They were all new financing? 

A. They were. They were in part at least, 
I feel reasonably sure. 

Q. At page 2827 you refer to issues of 
Canadian Pacific collateral trust bonds at 5 per cent, 
and they sold at a yield of 5.14 per cent. I take it 
those bonds are included in Schedule 15 under the entry 
of "Collateral Cost Bonds, $125,969,177" --- 

MR. SINCLAIR: Line 9. 

THE WITNESS: Yes, that is correct. 

Mr. Cooper, ay Sone back for a moment on your 
question as to rating, to supply another additional 
fact? | 

Q. Yes, certainly. 

A. Where a company has a first mortgage bond 
out standing and has this other type of security such as 
a collateral bond or a debenture, normally the other 
type is regarded one grade below the first mortgage 
bond, and that is automatic. | 

Q. So if you have got a collateral trust 
bond it is automatically rated below the first mortgage 
bond? 

A. That is so. I am sure in the case of -de- 
bentures I could mention companies which have bonds out- 
standing and debentures. The debentures are issued 
and they sell on the market. The bonds are rated aaa 
and the debentures as aa. - If you have only deben- 
tures outstanding, such as Consolidated Natural Gas 
Company, you can get aaa rating for these dohawiivaneun 


but they have to have the first claim. 
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Q. In other words, the debentures are regarded, 
in a companywhich has a first mortgage bond outstanding, 
as what one might call ‘junior security? 

A, That is correct. 

Q. But if the debenture is the only issue 
they have outstanding they get the rating of senior? 

Be Yee, 

Q. Do you know, by the way, Mr. Smith, what 
the security is for those collateral trust bonds to which 
you have referred at page 2827? 

MR. SINCLAIR: That is eatice a legal question. 
I don't know if you know that. ‘And while Mr. Smith is 
a lawyer, I just rise to say that that is a legal ques- 
tion, 

MR. COOPER: Well, I don't know that a ques- 
tion as to what security is behind the bonds is actually 
such a question, as Mr. Sinclair says. However, per- 
haps I can drop that question, and any information I 
want on it I am sure I can get from my friend Mr, Sinclain. 

YR. SINCLAIR: So long as I am not going to 
give an opinion. | | te 

MR. COOPER: Oh, no -- and I am sure I am 
not casting any reflection on your opinion. 

Q. At page 2830 you give cost equipment 
issues of Canadian Pacific in 1953,1954 and 1958. Can 
you compare the cost of these issues with some of those 
on Canadian Government bonds during the same period? 

A. I think we might do that by going to 
Schedule 2. Schedule 2 is on a yearly basis whereas 


page 2930 identifies the date of issue by particular 
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months. But I think you can make a rough comparison 
that way. 

Q. They can pretty well be checked up. For 
example, in 1953, Government of Canada 3.68, and equipment 
issues dated to 1963 cost 4 per cent? 

A. Yes. 

Q. And the comparison would be a valid om- 
parison -- that is, Schedule 2 as against the equipment 
rates given on page 2830? 

A. Yes. I would like to call to your atten- 
tion that the issues of 1954 involved some other costs 
than the issues in 1953, and the Government of Canada 
bonds went down that way. 

—«Q. On page 2850 you give Canadian Pacific 
stock yields for the year 1956 to 1959, based on quo- 
tations on the Montreal Stock Exchange, and these are 
higher than the yields for the same series shown on 
Schedule 9. Perhaps you could just explain the dif- 
ference there, Mr. Smith? 


A, I expect that the difference is due to 


‘the exchange rate, primarily. 


Q. I thought it might be the exchange rate 
in that exhibit. 

A. I think so. 

Q. Now, turning to Schedules 13 and 15, on 
Schedule 13 is shown ordinary stock and retained income 
tetalling $730,571,549. Now, on Schedule 15 ordinary 
stock and retained earnings is shown as $840,107,330. 

Perhaps I am missing something -- and undewbted 
ly I am -- but I can't quite understand the difference 
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between these two figures -- why there should be that. 
difference. 
A. I can straighten it out. We are not 


comparing the same figures with the 730,000, 
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(Cooper ) 

1 

4 Q. It is $730,000,000? 

3 A. Yes, $730,000,000; it doesn't 

4 include the'premium and discount on capital stock: 
5 | and doesn't include donations allowed by the Board 
6| of $35,000,000, You see, the $730,000,000. consists 

- of ordinary stock and retained income. Now, 

8 on schedule 15 I have ineluded in ordinary stock 

5 and retained earnings those other items. 

Q. The other items are what? 

a A. Well, premium on stock is one of 
hus the items. | 

12 @. Yes. Is that the figure of $41,539,469, 
13 according to the schedule? 

14 A. This is premium on ordinary stock, 
15 it is $78 ,297 354. On the balance sheet, schedule 
16 13, if you figure $41,539,469, it is a combination 
1 of 3 ital’ on debenture stock and premiums on 

Capital stock, 

= | Now, on bcoiheakite 15 I have transferred the 
7 discounts on debenture stock to debentures in order 
20 to get the actual cost of debenture capital. Ai 

21 || think we could prepare a bed. beta reconcilation 

22| of this figure, and I will be glad to have it 

23 prepared and submitted. 

24 Q. I would appreciate it very much, Mr. 
75 Smith, if you could have such a reconcilation 

‘prepared and filed. 

si Also on schedule 13, preference stock, 
a 4 per cent non-cumulative, $137,256,921, as against 
28 on schedule 15, $121,375,308: 
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(Cooper ) 


A. The $121,000,000 figure represents 
actual proceeds on the issuance, instead of the 
principal amount, Sista value, shown as a liability 
in the books. 

MR.SINCLAIR: Just on schedule 13? 

THE WITNESS: Just on schedule 13.° In 
determining the costs of capital, we use the 
actual proceeds instead of the par value. 

MR. COOPER Q: The actual amount. which 
the company received for the sale of its preference 
shares. | 

A. That is right. 

we Would you just explain also for my 
benefit on schedule 15, leased lines securities, 
not owned. 
‘eh That represents securities on lines 
which are leased and on which Canadian Pacific 
has the responsibility to pay the charges. 

Q. What is Canadian Pacific's 
responsibility there, is it a contingent liability 
or direct liability, or what? 

A. I think I had better ask Mr. Sinclair 
to help me on that one. 

MR. COOPER: Well, perhaps. we can get 
Mr. Sinclair's decision on that. 

MR. SINCLAIR: They are pursuant to lease 
in many cases with statutory approval; for instance, 
the Quebec Central requires a specific payment 
on the ordinary stock. 


THE CHAIRMAN: Well, they vary. 


wttehdets C9 oe mae cor 260 
ph” Chet eae ya 

9h eiuberdon m0 tan “ATACOMTE LAN ce ee oh 
BE olabadion * fat :CRMMTIW HE a,” 

odd sau ow . ledges to ageoo edt i 
onlay 1sq odd Io beedant abe: OB 


dotiw dnmems Leutos ant. :@ HEIOOO + FN 
sonste tery BYE to else ond a0% bevieoe: yasqmoo eft 
_.togts at ded? oA | at 
wr 10% cals: alsiqxe tant voy bivow > eer 
aoitiauoon esakl baasel .@f efuberioa, no peers 
-benwo doa 
‘pat mo aot iiuwoes esinssorgey 6at eee as 
oLitosd asitbsasd) dotcdw sO bas beasol. 918 do.taiw ; 
Rested eit Yeq ot ytilidilenogaes edd asd 
a'otiiog? metbsnsd.eat tadW  .2 
Yiilidstl gnegntinos s tf at ,eted? yvtitdtanoqaes 
Stedw ro .ydtLtdst! gooxtb 10 
aisionte .5M wes rotted bed I antdt LA 
| F | ,980, dada, 90 om ated of } 
ten ms SW aqenteg ri Low | BRTONS, iM ww | 
' .tedd mo gotatosh a'atslonte aM 
easel ot tasvetug sexs yout :HIAIOMLE Fa . te rien’. 
 «. Sometant t0% iLevorqgs Yioduseta ddhw ‘eeso. eats = 
JtneanyBg obitoege a £: NEAT Fog can HR ont 


-“asv Youd 00K a4 


1 i 
AT A I NN EE A RN - 


as ee ‘ : 
es, -& : ie Te; ahaa va + 


* ANGUS, STONEHOUSE & CO. LTD. Smith, cr, ex. 2922 
TORONTO, ONTARIO (Cooper ) 


MR. SINCLAIR: Yes. 

THE CHAIRMAN: Very greatly. 

MR. COOPER Q: Are they direct 
liabilities or contingent security? 

A. They are direct in the sense they 
must be paid by the company, and Canadian Pacific 
pays them directly to stock or bond holders of the 
leased lines. 

Q. Have you taken into account at all 
in your study here, Mr. Smith, any provisions of 
the Canadian Income Tax Act giving relief with 
respect to dividends paid to-individuals holding 
stock in Canadian companies? 

A. I have taken it into consideration 
to the extent that it is reflected in the market 
price of the stock. In other words, I think our 
best objective test is to go to the market place 
where we get the money, and to the extent that it 
is reflected in the price, I have taken it into 
consideration. | 

Q. Actually, insofar as the market price 
is concerned, you have not given any independent 
consideration to that 20 per cent income tax rate? 

A. Na, I. haven't made any subjective 
tests of that kind; if I did, I would be here a 
long time. I think the market place itself is 
by far the best. 

MR, COOPER: Thank you, Mr. Smith. That 
is all, Mr. Chairman, I would like to ask this 
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THE CHAIRMAN: Mr. Prawley? 

MR. FRAWLEY: Some of my friends have some 
cross-examination. 
CROSS-EXAMINATION BY MR. MAURO: 

Qe Mr. Smith, I just have one. or two 
questions, sir. On page 14 of your precis 
the last paragraph, you say: 

"In Schedule 10 I compare earnings-price 

ratios, 718046 %nd pay-outs of industrials, 

utilities and railroads. The figures are 
computed from data published by Moody's 

for each series. The significant conclusion 

I draw from the study is that railroads had 

higher earnings-price ratios and higher 

yields than the other two groups. This is 
strong evidence of the greater risk inherent 
in railroad equities, for which higher 
compensation is required in order to protect 
the integrity of railroad equities and thus 
enable the industry to attract equity capital 
on reasonable terms." 

Mr. Smith, the Canadian Pacific Railway is 
somewhat unique as a corporation, and I wonder if there 
is a corporation in the United States at all similar 
to the Canadian Pacific Railway, having in mind the-~ 
capacity and operation of the Canadian Pacific Railway 
in the field of transporation, not only by rail, but 
by road, water and air, and its other holdings in gas 
and oil, etcetra? 


A. I think it is a question of degree, but 
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I know of no railroad in the United States which is 
engaged in the transportation business as extensively 
as Canadian Pacific. Some of them do have other 
operations; the Santa Fe has some oil properties, and 
so forth, and others do have other operations which 
are income producing. 

Some of the incomes of some of the American 
railroads are quite substantial, but they are not 
comparable to the Canadian Pacific in that Canadian 
Pacific is engaged in transportation in a broader 
fashion than any United States railroad that I know 
anything about. 

Q. As a matter of fact, I have been advised 
that Canadian Pacific is probably unique on the 
continent in having this capacity and this broad 
potential of being permitted to enter bias transportation 
Ae every aspect. 

A. Well, I am worried about your word 
"yotential"; I will admit the fact that they are 
engaged in the transportation industry eee broadly, 
but the word "potential" involves some anticipation 
in the future. 

Q. Iwill put it this way; I understand 
at this moment, Mr. Smith, that a General Doyle is 
conducting an inquiry in the United States, one of 
the subjects of which is whether or not railroads 

in the United States should be permitted to enter 
into trucking. | 

A. That is right, and there are a great 


many people who feel the railraods should be engaged 
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in that, but my point was about the word "potential",. 
whether railroads engaged in the any business would 
be much better off or worse off; I think it is a 
question in the United States which would be subject 
to debate. 

Q. If one can use the term "integrated" 
with reference to a transportation company, it would 
be rather a comforting feeling to a stockholder to 
know that the corporation could enter into it in 
possibly a competitive range, depending on the demands 
of the market. | 

A. It would depend upon the profit 
alternatives in that field. I would say that there 
would be some benefit in knowing that the company can 
engage in what would normally be a competitive enterprise. 
The others, if not competing with yourself, -doesn't 
help: you out very much; it would depend upon the 
opportunities for profit in these other fields. 

Q. If there is to be any growth in 
transportation as such, I suggest, Mr. Smith, that 
the Canadian Pacific Railway is in an excellent position 
to. grow with this growth? 

A. Well, I am one who believes that there 
is going to be growth in railroad transportation, 
and I still think that the inter-city transportation 
in a big way will have to be carried on by the 
railroads, as far as I can see in the future. 

| I expect them to grow; it is estimated 
that in 1960 the railroads in the United States will 


develop $1,400,000 ,000. in capital improvements, and 
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that is a larger sum than they have spent for several. 
years. 

Q. In addition to this anticipation of 
the growth” of railroad transportation, you would then 
further agree that in transportation by truck or 
See Sere en by water or transportation by air, 
any potential growth in these fields of transportation 
are also open to the Canadian Pacific Railway? 

A. Well, I understand so, but I don't 
believe they have a blank cheque with regard to air 
transportation. | 

Q. No, I think the cheque has certain 
limitations on it now. 

I would then suggest, Mr. Smith, that the 

Canadian Pacific Railway has, in fact, a very excellent 
growth potential in the entire field of transportation? 

| A. I like to think so. . When I testified 
before the Board of Transport Commissioners in 1952 
I reached a lower conclusion as to the rate of return 
than was justified by the facts, under the very scheme 
you are now expressing. Unfortunately, that has not 
happened up to this time, put a Ne vy De hope it will 
come about. 

Q. But you have personal hopes, as you 
mentioned before, for transportation generally, and 
ultimately for a revitalization of transportation? 

A. We have to have transportation if we 
are going ahead economically, and I don't see anything 
to take the place of railroads as far as I can forsee 


in the future, and if railroads get fair earnings over 
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a period of time, they might take their place with 
the electric and gas utilities, but they have got 
to have these earnings for a time to demonstrate 
their confidence and in order to get capital from 
investors, under what we call good terms and 
conditions. 

Q. At page 17 of your precis, Mr. Smith, 
you were referring to your study of the ordinary 
stock; you were referring to the ordinary stock 
equity which is allocated to rail enterprises, and 
I wondered if you made a study of the’ per share 
value of the rail enterprise in the market price of 
Canadian Pacific Railway stock? 

A. The market price last is about 


\ 


$25 a share, whale aaah 


(Page 2932 follows) 
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Q@. What would you say if the $25 was made up 
of rail enterprise? 

A. Well, it is difficult to say. I have got 
to pierce the minds of investors and see what weight they 
give to the other income. . We do know that the stock 
does fluctuate as other income goes up and down. But 
it is pretty hard to say that the investor has a par) 
ticular dollar and cent figure in mind at a particular 
time. 

Q. You have never seen any statements put 
out by epee stock houses on a study of the C.P.R. 
wherein they evaluated the other asset portion of the 
market price? 

A. Yes, indeed, I have seen such statements; 
I have seen statements to the effect that of the earnings 
on the stock 50 cents come from this source or 40 cents 
come from this source. But you asked me how much was 
4x, the market value of those things. I think the inves- 
tor looks at the entire picture when he makes an invest- 
ment, You cannot very well break it down by segments. 

Q. At page 18, Mr. Smith, the first complete 
paragraph, you say: 

"Tt 4s my conclusion that the dividend 
on the equity should be approximately 6 per 
cent." 
How does this compare with the dividend factor in the 
permissible level of earnings as established by the Board 
of Transport ¢ eumrmettoners? 
A. The last Order I read of the Board of 


Transport Commissioners approved rates which were to yiel 
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six per cent. I-think the rate was five per cent on 
part of the total equity as I compute it. 

Q. Could you tell us what six per cent would 
mean in dollars? 

A. Well, it would mean six per cent on the 
figure I show in Schedule 15, namely, six per cent on 
$847,107, 330. 

Q. I am not good at mathematics at all, Mr. 
Smith; I was just wondering if you could --- 

A. Approximately $50 million. 

Q. I have here a Judgment and Order of the 
Board of Transport Commissioners dated November 17, 
1958, and I am reading from Exhibit No. 58(30), and 
I noticé under a heading "Requirements on Board's 
basis, dividends, 1959, $20,661,000." So the dif- 
ference between what you feel would be a proper dividend 
feraen on equity stock and that of the Board's would 
be somewhere in the Adiwnbournéod of $30 million? 

A. If I accept your figure of $20 million; 
but I should say that unless a railroad gets that it is 
not going to take its place with other business enter- 
prises in Canada and the United States. 

Q. I am very sympathetic to your approach, 
Mr. Smith, in the sense that I am satisfied you are 
making a different approach from the Board of Transport 
Commissioners, and I am just trying to get it into its 
proper text. 

THE CHAIRMAN : May we take a short recess 
now? | 


-~-Short recess. 
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MR. MAURO: Q. Mr. Smith, I would refer 
you to Schedule 14 of sth precis entitled: "Rail 
Enterprise net investment, December 31st, 1958," and I 
note that you have calculated this net rail investment 
to be $1,440,149,678. Pursuing your approach as to 
proper return, I take it you would suggest that the 
Canadian Pacific Railway received 6.5 per cent on its 
net rail investment? 

A. Essentially that is correct, but for the 
purpose of this case I have expressed it differently. 

It ought to get the compensation for the capital that is 
represented by that net investment with capital broken 
down between debt securities, preference stock and 
ordinary stock equity. It comes to the same thing in 
the end. 

Q. I have calculated this figure out. 6.5 
per cent on the net railway investment would return to the 
C.P.R. $93,609,729, and with reference to the Board of 
Transport 6Gommissioners! Judgment and Order dated 
November 17th, 1958, I see that they have calculated as 
the permissive level of earnings for Canadian Pacific, 
1959, at $55,225,000. Under your proposed plan that 
would mean a difference to the Canadian Pacific Railway 
of somewhere in the neighbourhood of $39 million? 

A, From the figures you have given, that is 
correct. Do you want me to comment on it or stop there? 

Q. My final question is: There is little doubt 
that what you are suggesting is that the present require- 
ments formula be suspended and that we introduce a rate 


base rate of return? 
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A. That is not so. I don't care how it is 
worked out. I would say that the capital of this countr 
and the _United States will erode away unless it is 
integrated and protected, and if it is not protected 
you are not going to get new capital to do the jobs 
that ought to be done unless you pay the going rate for 
money . It is as simple as this to me. 

Q. But in your opinion the Board of Trans- 
port Commissioners should adjust their permissive 
rate of earnings from 55 million to 93 million? 

A. We are talking about different times, of 
course, but in general what you say is correct. 

THE CHAIRMAN: Before you go on, Mr. Dickson 
-~ Mr. Smith, you indicated that in your opinion the 
expenditures by the United States railways was 1.4 
billion? | 

A, Yes. 

Q. Where will they get that money? 

A. That is a big problem, to the extent that 
they are going to purchase equipment when they can issue 
equipment obligations. Unless we have a firmer tone 
in their railway market securities they are going to 
have a hard time in getting money for equipment and 
improvement and building marshalling yards and things 
of that kind. There has been some improvement in the 
building of railroads since the Transport Act of 1958. 

T am sure some railroads can issue debt securities; 
C.N.O. can issue more bonds, but some of them will 
have to get more loans to continue. 


Q. Guaranteed by whom? 
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A. By the Government of the United States, 
and that would be as a last resort. None of us, 
railroads or others, financial people, like this busi- 
ness of the government, guaranteeing railroad loans. 

A lot of restrictions are tied around it. If you 

read the orders of the ICC you will find that they 
approve a loan and make the guarantee only if they think 
there are prospects of repayment, otherwise it is not 
made. It is not a gift or a risk being transferred 
to the government; it 1s only where they find that 

there is a good chance of getting the money back is 

the loan guaranteed. 

THE CHAIRMAN: And this money that you think 
Will be spent by the railroads in capital expenditure 
they will have to get from the public? 

A. Most of it from the public, but some of 
it may be guaranteed. Some may be guaranteed by the 
government. That comes.from the government, but there 
is also a guarantee at the back of it. The government 
doesn't put up the money, but it guarantees a loan. 
Railroads have not been too receptive to that sort of 
thing; they would much rather finance on their own when 
they can do so. As a matter of fact, the guarantee by 
the government has not resulted in getting real low 
interest rates as some people have hoped for. 

Q. It has not lowered the rate? | 

A. I don't think so. The New York, New 
Haven and Hartford borrowed this loan which I could not 
trace which was authorized some time ago by the ICC. 


They borrowed $503,000 in January of this year and they 
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2] paid 54 per cent for the money’, Now, you had a couple 
3 of equipment issues at about 5.20 per cent in relatively 
4|| the same period of time by other railroads, and I don't 
5 think it has had a material effect on the interest rates. 


Some railroads were hoping to get cheaper money by the 


6 

, government guarantee. We do not have much cause for 
rejoicing in that particular matter. 

: COMMISSIONER ANSC OMB : Is there any possibility 

| Beag percentage of the $1.4 billion which will go to | 

10 equipment money? In other words,how much will be left? 

11 THE WITNESS: The story was issued:by the 


12| American Association of Railroads. There is some check- 
13 ing of the Wall Street Journal. It is going to be about 
14 $1 billion in equipment. 

COMMISSIONER ANSCOMB: You would have $400 


i million to be borrowed from somebody for keeping her 
afloat? 

THE WITNESS: Yes. 

18 _ COMMISSIONER MANN: The $1 billion for 


19| equipment -- this is strictly for rolling stock and 
20|| motive power? 
a1 | THE WITNESS: Yes. 
92 | COMMISSIONER MANN: What is involved in that? 
Yards and so on? 
THE WITNESS: No. 
COMMISSIONER MANN: Are the yards in there? 
THE WITNESS: Well, the $400 million takes 
care of the yards, but it is chiefly equipment items. 
COMMISSIONER. MANN : Rolling stock and motive 


power? 
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THE WITNESS: Yes; the equipment you can take 
from one railroad and put-on another. That is the 
reason they were the most attractive of their day in 
all public instruments of finance. 

COMMISSIONER MANN: That $1.4 billion includes 
some of the money that is covered by some of the guaran- 
teed loans referred to by Mr. Sinclair earlier? 

THE WITNESS: I think there would be some of 
that money involved. Strange enough, some of the 
guarantees so far have been for equipment security 
obligations. 

COMMISSIONER MANN: I was just doing some 
totalling here. If all these loans were approved by 
the Interstate Commerce Commission, I think the total 
is in the order of $68 million out of the $1.4 billion. 
Would that be a correct way of putting it? 

THE WITNESS: That is correct, and that is 
through 1959. Now, the large loan to New York Central 
Was in connection with equipment to a large extent. 

COMMISSIONER MANN: JI had a note here that this 
Was for the Union Barge Line. Is that correct? 

THE WITNESS: No, sir, that.is not correct. 

MR. SINCLAIR: That was the only large one; 
that was the N.Y.C. 

COMMISSIONER MANN: It wasn't the Union Barge? 

MR. SINCLAIR: No. It was 5 per cent notes 
due in twelve equal instalments, starting in 1%3, and it 
was to reimburse the company for equipment expenditures 
in 1957 and 1958, and a proposed classification yard at 
Elkhart, Indiana.. That was.specified in the basis of 


the loan and with the guarantees, and I haven't got the 
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placement on that one. 
THE CHAIRMAN: But that takes in the yard? 
MR, SINCLAIR: Yes. 
THE CHAIRMAN: All right, Mr. Dickson. 
MR. DICKSON: Thank you, Mr. Chairman. 


CROSS-EXAMINATION BY MR. DICKSON: 

Q. Mr. Sart, in answer to a question of 
my friend Mr. Cooper I think he was asking you to recon- 
cile certain figures, and you indicated that the differ- 
ence may lie in the exchange rate. For clarification, 
would you indicate what you mean by the exchange rate? 
Is that between Canada and the United States? 

A. Yes, that is right; the Canadian dollar 
is worth more in United States funds. 

 Q. And is the dollar here Canadian dollars? 

A. I have put it as being on the New Tose 
Exchange, which is American dollars, or on the Montreal 
Preeance! which is Canadian dollars. 


Q. So when you give figures of the New York 


Exchange, those figures are in United States dollars? 


A. Yes, that is acbhect they are on the 
New York Exchange. 
Q. At what rate of exchange? 

Ae I don't know. That is taken into con- 
sideration by the investor when he buys stock. In 
Canada today when an investor buys stock he is paid in 
Canadian dollars, and he gets more than in United 
States funds. I think that is the main explanation 


for the difference in price, I feel sure that the 
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exchanges are so close that if the dollar was worth par 
in both countries your quotations would sbi apna close 
together. There will be some time lag, but I think 
they would be very close together. 

Q. The difference is recognized in the 
exchange rate? 

A. Yes. I pointed out in my Schedule 15 


the tremendous effect that exchange hason the cost of 


preference stock capital. 


Q. Mr.. Smith, in your precis, Exhibit 75, 
you indicated that this study of yours has been prepared 


for the purpose of studying cost of money in the cost of 


moving grain and grain products? 


A. Yes. 

Q. And that factor has a substantial effect 
in determining that cost? 

| A. The cost of money? 

Q. Yes. 

A, Yes, it is a very important factor. 

Q. Have you translated into dollars the 
effect of one per cent in that exchange rate? In 
other words, how much does an extra one per cent in that 
> ae 

A. -One per cent would probably be about $14 
million over all for the Canadian Pacific Railway enter- 
prise. 

Q. Have you applied it to the Cost Study 
Which the railways have prepared? 

A. No. You see, there are. two problems in 


this rate study. I am determining the percentage cost 
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of capital; that is my job. The second job is the 
allocation, and how much of those dollars you allocate 
to one phase or another is another problem entirely. 
The same rate should be employed in allocating cost to 
another business. In the case of electric businesses 
where you have the off-peak, and so forth, you use the 
Same rate, but your allocation is to a particular phase 
and depends on the kind of use and things like that, and 
that is a job I cannot do, I am not qualified. 

Q. On both railways or just on the C.P.R.? 

A. Just on the C.P.R. 

Q. So for every increase in percentage by 
ere you increase the cost in that line by $14 million? 

A. That is correct. Every time the cost of 
money goes up in the market place we have to pay for it; 
governments are paying for it, everybody is paying for it. 

Q. And, similarly, the cost goes up to the 
product, grain? 

A, How much it goes up to the product depends 
- on your allocation, and I am not holding as an expert in 
railroad allocation. 

Q. You don't make any specific allowance 
for the bank rate? 

A, The main reason for that is borrowing from 
a bank is on a short-term basis. We normally take only 
the long-term debt, because the capital has to be 
associated with capital that has a long life. There 
are cases when we do take it into consideration in this 
way. ha einseete utility company. will build a hydro 


plant costing several hundred million dollars. LG Will 
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borrow from the bank on a short-debt basis, and when 
it gets to the debt of $25 million it will make a bond 
issue of $50 million and then go ee banks again. 
That is almost standard procedure. In some cases we 
Will transfer from short-term borrowing to long-term. 
But borrowing today costs so much. 

Q. Do you know whether the C.P.R. are en- 
titled to the prime rate on their bank borrowings? 

A. I would presume so, but I don't know. I 
know in the United States the prime rate is 5 per cent, 
but with a big catch in it. Because of the restrictions 
of the Federal Reserve Bank today, when you borrow large 
sums from the New York banks today you are required to 
keep 20 per cent on deposit, so the 5 per cent becomes 
6 per cent. 

Q. You don't know what the prime rate was? 

A. No, I do. not aoe 

Q. Now, in your precis, page 2, Mr. Smith, 
you speak of the current cost of servicing capital. 

By "current" are you speaking of: the present or are 
you speaking of last December? 

A. No, I am speaking of the time I made this 

_ study. erga vat the actual cost to the company at that 


time, 
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Q. When was that? ; 

A. That was genenal ty last December, 
except I did bring the equity studies down to date. 
I did not anticipate any additional bond financing 
or things of that kind, but I did include some 
consideration of equity capital down to the time I 
testified. ~ 

Q. Well, you made up this study last 
December -- a year ago? 

Ae No, I made up this study last fall. 

Q. What month? 

A. Well, I started sometime -- either 
September or October, I believe. | 

I would like to make this statement to you: 
that in 1958 I made a study for Canadian Pacific and 
I was asked to bring that study up-to-date last fall. 
That vaieerer’ spring of 1958. 

Q. I ask you, again, when you speak .of 
current cost are you talking of cost in September 
or October of 1958 or cost as of September or October, 
1959 fer are you talking as at December, 1958? 

| A. Well, all except the last item are 

as of December 31st, 1958. Exchange rates at that 
time on the cost whith the company had to pay at that 
time were taken into consideration. ft have given 
some consideration in connection with the ordinary 
stock to the market situation prevailing in 1959. 
I do not believe it has changed my views at all, but 
I felt I had to consider what was taking place in 1959 


in order to give a proper expression of opinion here. 
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It is something that happened - something serious had - 
happened in 1959 to change the figures for 1958. As 
a C.P.A. I would probably be barred if I did not make 
an adequate disclosure. | 

Q. During the period from December, 1958 
until November or October, 1959, of course, the cost 
of money increased? 

A. The cost of debt money has increased. 

Q. Quite substantially? 

A. Not to this company. 

Q. I mean generally? 

A. Generally, that is correct, sir. 

Q. That is what the tables show? 

A. The tables show that, yes, sir. 

Q. Now, on this matter of rating, Mr. 
Smith, when you speaking of rating, you are speaking 
of a rating as to a particular security rather than 
as to a particular company? ~ 

A. That is correct, sir. 

Q. So that the fact that the Canadian 
Pacific Railway is rated at the moment as Moody's 

dandard and poor at Ba doesnot mean that 

any new financing that bie C.P.R. may take will still 
maintain the same rate? 

A. It would depend on the type of 
security, that's.right. 

Q. Just, again, from the point of 
Clarification, Mr. Smith, in your Sehedule 3, Sheet 
3, under Baa, you state bonds which are rated Baa 


are considered as lower medium grade obligations; 
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that is, they are neither highly protected nor poorly » 
secured. Should that not be "well secured"? 

ne I wish I could get the rating agencies 
to give us a better idea of what they take into 
consideration. The words here are the words from 
Moody's. Behind the scenes, I can sometimes guess 
what goes on, and sometimes I can do a good job of 
guessing the ratings before the security is determined. 
But, I cannot get any more than what is here quoted 
by. Moody's. 

Q. Unless you are poorly secured, you 
do not get a higher rating; is that right? 

A. That is right. Aaa rating is really 
well secured. You can depend on “that. 

Q. I. wonder if you would mind checking, 
just for my satisfaction, that Baa that the Moody's 
report gives -- it would seem apparent that that 
word "poorly" is out of order. 

MR. SINCLAIR: You mean a typing error? Yes. 
Yes, we will be glad to check that, certainly. I see 
what the incisive mind of Mr. Dickson is getting at. 
We will check it. 

Q. And also on these collateral trust 
bonds which are rated Ba, Mr. Sinclair indicated 


that the question of security was a legal question. 


A. Oh, no. 
Q. It is not a legal question? 
A. It is partly legal, but bankers look 


far beyond the legal. 
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Q. It is a matter of fact? 

A. Pretty much with them, that 
is right. 

Qe And if I referred to the annual report, 
1958, of the C.P.R., an asterisk which would indicate 
that these are secured by a pledge of some of these 
4 per cent perpetual consolidated debenture stock, 
that would indicate that the security is not a first 
charge on all the assets and undertakings of the 
railways? | 

A. IL think that's right. 

Q. If it were, it might well be entitled 
to a higher rate? 

A. What I mean by that is there are some 
securities which come ahead of that. 

Let me look at my schedule before I answer 
that question fully. 

No; I am not sure as to that, except for 
the equipments. The equipments would come ahead of 
your collateral trust and your perpetual consolidated 
debenture stock. 

Q. On page 6, you refer to Southern 
Pacific's 5% per cents, 1998. That is a twenty-seven 
year maturity. That would be regarded as a little 
long for a time security? 

A. No, it is a low sort for railroads. 
Railroads used to issue fifty year bonds and in some 
cases one hundred years. 

That has been changed. The Electric 


Utilities issue bonds for thirty -- sometimes for 
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thirty-five years. 

There is one case - Commonwealth Edison 
issued bonds maturing at sixty years. Natural 
Gas companies have a hard time going on beyond twenty 
years. There has been a firming up in the term 
covered by the bonds and pankers are getting stricter. 
As money gets tighter, you can expect the period of 
loans to be shorter. 

Q. This is pretty much an outside limit 
on terms; is it? 

A. I would think so. I would think 
that thirty years would be the outside limit, and 
some shorter times would probably be required in, a 
good many cases. | 

Q. Now, on the following page, page 7 
you indicate certain U.S. securities of fairly 
recent issue. You do not give the maturity dates 
for the last four or five. I wonder if we could 
have that information? 

A. Well, we can easily get it from 
Moody's. | 

Q. And these rates vary -- the rates 
that you have given here 2 oprénh Boe per eent 
coupon, . 

A. I think. that's right... 

Q. Yes. So that you do get a wide 
swing, depending on any number of factors? 

A. Let me put it this way. You do 
get swings based upon time, but a Aaa security -- 


two Aaa securities will sell very close together. 
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May be one will sell and yield at 5 per cent, and 
the other one will have a yield of 5.05, or something 
like that -- if they are issued the Same time. 

Time has a big -- contains a big adjustment 
factor, because our market has been uncertain in 
rather recent months in this tight money situation. 

There is one thing to bear in mind with 
the yield on seasoned bonds of a company. You take 
a company with Aaa bonds outstanding. The 
transactions on those bonds, which are often not 
very large, may show the yield to be 4.75 but if 
that company were to issue new bonds of the exact 
same grade -- part of the same mortgage; merely 
another series -- the chances are today's market 
would have to pay one-quarter per cent more. 

Q. On the new issue? 

A. That's right, sir. -Yes, sir. 

Q. Under the heading "Preferred Stock 
Capital", you indicate that none of the railways 
in the United States have issued preferred stock 
in recent years. That holds true to Canada, too? 

A. It holds true to Canadian Pacific, 
certainly. 

Q. And the Canadian N.tional? 

A. “E think so. 

Q. And if you were going to recommend 
to, say, the Canadian Pacific raising of new money, 
would you contemplate raising it by way of 
preferred shares? 


A. No, I would not. 
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Q. Or the sale of common? 

A. Oh, I would like to see them issue 
some common, | 

But let me go back to preferred. There 
is some possibility that the company could do so, 
and I am not sure that it could do so legally, but 
if it could issue convertible stock which is 
eumulative and which comes ahead of all the other 
stock outstanding, it is possible it could be 
marketed at a fair price. But that is the only 
kind of stock that I think could be marketed in 
today's preferred stock market. . 

Q. Have you discussed this with any 
Canadian underwriters? 

A, I. haven't., recently. I have from 
time to time talked to Canadian financial people. 
When I was here in 1952, I was associated with 
Mr. Nixon of Dominion Securities, and he and I had 
long discussions of Canadian situations. 

Q. We know Mr. Nixon very well. But, 
have you discussed anything with him of this nature 
since --? | 

A. “NOS “sir, Ihave not. 

Q. Or, with any other Canadian underwriter 
familiar with the C.P.R.? 

A. No, I don't think so. 

Q. And in fact, in actuality, ,.whatever 
the C.P.R. might pay for money in future would depend 
on what a particular Canadian underwriter or, say, 


two Canadian underwriters might find acceptable? 
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A. But the economies.of Canada and the 
United States are linked together very closely, 
and if you find that money up here in Canada has 
a high rate, you have some United States money come 
up. And if we have a high rate in the United States, 
Canadian money will go down there. 
; I do not think Canadian Pacific can 
possibly float railway securities in Canada at a 
rate which would be greatly less than the rate for 
equivalent So hwise ce in the United States. 

Q. You recognize the possibility of 
marketing in England where the O.Paens, Securities are 
‘ widely held and acceptable? | 

Ay. -E.do net think there is much possibility 
at the present time. | 

Q. On page 18 of your precis, Mr. Smith, 
you refer to a pay-out ratio of sixty to siecaive 
per cent. It is a fact, is it not, that last 
year the ratio which the Directors of the C.P.R. 
considered appropriate was something in excess of 
that? 

A. I think the Directors acted in reverse. 
They determined upon a dollar and a half -- to 
continue the dollar and a half dividend -- and that 
resulted in a ratio which was higher. i think it 
was approached in that way. 

Q. Is it not a fact that they figured 
out seventy-one per cent? 

A. I think that is fact. Over a 


period of years, they have paid out somewhat less 
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than sixty per cent. An average, I believe, for 


the ten years I have studied was 58.9 per cent. 


(page 2952 follows) 
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Q. Just one final question in clarification 
of a question that was asked earlier this morning. You 
4ndicated that the difference between your figure for 
prefered: share stock in Schedule 13 and that shown 
in Schedule 15 related to the fact that Schedule 13 
did not indicate the actual amount. received by the 
company. Is that your explanation? 

A. I believe that is correct. 

Q. Are you suggesting that the company's 
books would show the par value rather than the actual 
dollar value? 

A, No. You have to keep books with par 
dollars and dollars on. one side and discount or premium 
has to be shown elsewhere. When we come to cost of 
capital study we merely take the net proceeds. We 
take the two figures into the books and net them. Both 
are correct. One is the balance sheet presentation 
and the other is the cost of money study. 

Q. And this breakdown which you are going 
to prepare will indicate how you have to handie the 
donation of grants? 

A. The donation of grants has been handled 
so as to take out of the existing cost the donations 
of grants. which were disallowed by tuévmedrd in the 
ease on which I testified in 1952. I did not ‘testify 
with respect to donations. 

Q. The balance will be your outstanding 
equity? 

A, Fes. 
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CROSS-EXAMINATION BY MR. FRAWLEY: 

Q. T have just one or two questions of a 
general character. You make this presentation in the 
context of the study of the export grain rates -- the 
cost study with respect to export grain rates? 

A. Yes. I understand that my study has 
to be calculated to make an allocation to the cost of 
the grain rates. 

Q. But your study was simply a study in the 
field in which you have spent a good many years, and that 
is just the simple question of the cost of capital? 

A. You can't get it any other way. Lt.is 
impossible to compare equity bonds, common stock, equity 
preferred stock, existing many years ago with a par- 
ticular rate. You get a rate. That is one thing, 
But the allocation of that rate is somebody else's job. 

Q. Could the Canadian Pacific, if it accepts 
-- as I presume it will -- your calculation of this six 
per cent .. . it isn't 64 per cent; it is 6 per cent. 

MR. SINCLAIR: 64.5: 

WR. FRAWLEY: Q. Of the 6.5 per cent -- then, 
the people who are actually causing the movement of the 
grain would take your figure and then apply it to the 
appropriate number of dollars of investment in the 
property, real and personal, that is used to move the 
grain? | 

A. Well, I don't want to take property by 
itself. They would make an allocation to the grain 
business. 


Q. But it is a cost of capital to someone who 
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needed to buy property? 

A. My difficulty is that I am not too familia 
with the allocation method. You have peak use and off- 
peak use and things of that kind which do affect your 
allocation ratios. Maybe you call it a property ratio. 
I don't want to commit myself to something with which I 
am not familiar. 

Q. But I suppose that this is so, that they 
will take your 64 per cent, turn into a certain number 
of one hundred thousands of dollars and then they de- 
cide that is the cost of capital item that is involved 
in moving the grain? 

A. That is one way. The other way, as I 
indicated, is to try to allocate first and then apply 
the 64 per cent after. 

Q. But this study was part of a general 
study to find out what the cost of capital to the 
Canadian Pacific Railway Company is? 

A. To all railway enterprise, yes. 

Q. And that, I put to you, is just as broad 
an approach to the question as the approach which you had 
in 1952 and1953 when you testified as a witness for 
the Canadian Pacific? 

A, It is not quite as broad, but it is in 
general 1ite with the testimony I made then as to the 
cost of capital. 

Q. Just starting, now, with the last answer 
you gave to Mr. Mauro -- because I just what to under- 
dand the force and purpose of your evidence -- you told 


Mr. Mauro -- I think he was dealing with the question of 
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dividends alone in the requirements formula, and he 
pointed out that it was roughly in the neighbourhood of 
twenty or thirty million dollars and he put it to you 
that, using your calculations, it would run your divi- 
dends up to about $50 million, or an increase of some- 
where in the neighbourhood of $30 million. The note 
I have of your reply to Mr. Mauro was that unless the 
Canadian Pacific gets that it is not going to take its 
place with other companies in Canada... 

A. ‘That is right; .they are not going to 
pe able to raise the necessary equity capital like 
other companies; and there will be an erosion of 
capital, which is always a serious thing. 

Q. What you say is -- and I am paraphrasing 
what you said -- the rate base, or the rate of return 
category -- whatever you will -- what you say is that 
that is the number of dollars that they must have to 
keep the company respectable in the money markets? 

A. I have not put it that way. I am 
concerned more -- I have approached it from the rate 
base angle. I have been instructed to make a study 
and report on the cost of capital to the railway enter- 
prise of the Canadian Pacific. I have done precisely 
that. 

Q. That is true, but what I say is that you 
have agreed that it would be necessary to lift those 
amounts of dollars which the Board has allowed as the 
permissible level of Eve igacaeine you would say that 
ee have got to go up from something in the order of 
twenty to something in the order of fifty? 


A. T am not’ sure of those figures. Those 
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figures were read to me. But accepting the figures, 
that is the answer. I don't see how you can get a | 
dividend of 4 per cent, or 3 per cent, or 5 per cent 
on a railroad enterprise when you compare it with 

the finally selected figure on earnings of 11 per cent 
in the United States. When the United States Government 
gets anything it has to pay what the market price is. 
The Canadian Pacific will do the same. 

Q. I am not too clear that I Unsetitia you 
when you say you don't know what the figures are. On 
that, I am looking at page 12 of the Board's Judgment 
of November 17th, 1958. I find there -- and there 
may be more recent figures, but these are the last ones 
I have, under the heading "Dividends" -- dividends in 
preferred stock, 4 per cent, $3,012,000 -- leaving out 
the hundreds; and dividends on ordinary stock, using 
5 per cent, $17,500,000 -- again leaving out the smaller 
figures; so that would be of the order of twenty. But 
you say that,whatever you call it —the requirements 
method or whether you call it the rate base and rate of 
return method, those dollars should be available 
because the company needs them to take its place with 
other companies seeking capital. 

A. It needs them to do that. 

Q. You haven't attempted to -- what some of 
our friends say -- price this out in terms of freight 
rate increase? 

A. No. 

Q. I would like to put to you some words I 
find on page 252 of Volume 70 of C.R.T.C. -- and this is 
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TORONTO. ONTARIO Smith, CP-exX 2957 
(Frawley ) 
the rate base and rate of return case -- and in that 


Judgment Mr. Justice Kearney read from page 212 -- 
the correct citation of the case is 70 C.R.T.C. 186, and 
I am reading from page 252. 
These were the remarks of Mr. Justice Kearney: 
"Mir . MacPherson, in his opening remarks, 
commented on the terms Irate base’ and ‘net rail 
investment! as follows: 'The Canadian Pacific. 
in its application asks for the establishment 
of a rate base and the fixing of the rate of 
return thereon by this Board. In their evi- 
dence they have used over and over again the 
term 'net rail investment.' May I spend 
a moment fant commenting on the use of the 
term? To us from the provinces the term 
‘et rail investment' holds no terrors and 
presents no cause for real alarm. But the 
term 'rate base' as used, even though it may 
be suggested it is synonymous, has a sinister 
meaning... '" 
MR. SINCLAIR: Who is he quoting? 
MR. FRAWLEY: He is quoting Mr. M. A. 
MacPherson, counsel for Saskatchewan. 
"1 6. lg «put the term ‘rate base' as used, even 
though it may be suggested it is synonymous, 
has a sinister meaning. There is something 
ominous and baleful about it for the simple 
reason thatits mere use means... .'" 


-- and this is the part I want to read to you, Mr. 


Smith --- 
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(Frawley ) 
"1. . , There is something ominous and baleful 


about it for the simple reason that its mere 
use means that a multiplier termed ‘rate of 
return! must be supplied to complete the 
picture, and rate of return on what Canadian 
Pacific Witness Nixon... .!'" 
-- that is the same gentleman you were referring to a 
moment ago --- 
"1 |, at page 240 of the transcript testifies 
means $79 million more in revenue which must 
come from freight, or, in terms of freight rate 
increases, an additional 35 per cent increase...'" 
Now, have you had any regard to thepoasible 
effect of lifting the permitted level of earnings, 
as we now have them before the Transport Board, to 
the $93 million which, I think, was another figure 
which you gave Mr. Mauro, and which wowld be the result 
of applying the 6 per cent? | 
MR.SINCLAIR: Could I have that question 
read back? 


THE CHAIRMAN: Yes. The reporter will read 


the question. 


---(Reporter read back the following question: 

"Now, have you any regard to the possible 
effect of lifting the permitted level of earnings, 
as we now have them before the Transport Board, to 
the $93 million which, I think, was another figure 
which you gave Mr. Mauro, and which would be the 


result of applying the 6 per cent?" 
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TORONTO. ONTARIO Smith, Ccr=-exX 2959 
(Frawley ) 


MR. SINCLAIR: The 64 per cent. 

MR. FRAWLEY: Q. Have you made even a 
rough calculation of what that lifting of the dollars 
which, you say, the Canadian Pacific should be allowed 
to determine -- call it the rate base and rate of re- 
turn, or the requirements method -- call it what you 
will -- have you given any thought to what that would 
require in terms of freight rate increase ... ? 

MR. SINCLAIR: I thought that was what he 
was going to ask, and I would say that that question 
should be put to Mr. Crump rather than to Mr. Smith. 

MR. FRAWLEY: I am cross-examining Mr.Smith, 
and I am certainly not going to be cut off from so 
doing. 

MR. SINCLAIR: You read something which, 
you told me, was by Mr. MacPherson, from Volume 70 of 
C.R.T.C. at page 186, and I presume you will agree 
that Mr. MacPherson was saying something that’he had to 
say as he was instructed to say. Would you not agree? 

MR. FRAWLEY: I don't know anything about 
his instructions.. 

MR. SINCLAIR: You wouldn't think that this 
was other than something from Argument of counsel, or 
Suggest that it was anything more than an attempt to 
convince somebody from the facts he had at his dis- 
posal and in accordance wish the instructions of his 
client? | 

MR. FRAWLEY; Let us not worry about my 
friend's suggestion ais Gut the “instructions of his 


client ... --- 
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MR. SINCLAIR: My friend? 
MR. FRAWLEY: Yes, you are still! 
THE CHAIRMAN: I think this would be a good 


time to adjourn! 


---Iuncheon adjournment. 


(Page 2963 follows) 
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ANGUS, STONEHOUSE & co. LTO Smith, cr. ex. 2963 
(Frawley ) 


--- On resuming at 2:00 p.m. 
CROSS-EXAMINATION BY MR. FRAWLEY: (cont'd) 

THE CHAIRMAN: All right, Mr. Frawley. 

MR. FRAWLEY: Q@. Now, Mr. Smith, just 
at the noon adjournment my.friend, Mr. Sinclair, 

I think he was ee feet objecting to what I 
was putting to you from page 252 of 70 CRITIC, and 
all I was putting to you was a statement from 

Mr. MacPherson, counsel for Saskatchewan, in 

that case, the fair rate of return case, and I 
was quoting from what Mr. MacPherson had argued, 
if you like, to the Commission, and what the 
Commission itself, the Chairman of the Commission, 
was putting into his judgment; he was putting into 
his judgment, Mr. Justice Kearney, a passage from 
Mr. MacPherson's opening remarks. 

Now then, we have got the background and 
know what we are talking about, and the part that 
I am particularly calling your attention to was the 
place where Mr. MacPherson was referring to what 
the Canadian Pacific witness, Mr. Nixon, had said 
at page 240 of the transcript, which was - and I 
hope I am not unduly paraphrasing it, and perhaps 
if I wait until my friend get's the passage he 

. Will see that I am not unduly paraphrasing it, 
and we can look at it together. 

I was putting it to you that Mr. 
MacPherson was saying in this passage which Mr. 
Justice Kearney was quoting from, Mr. MacPherson 


was referring to what the Canadian Pacific witness, 
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Nixon, had said at page 240 of the transcript, which 
was to the effect that $79,000,000. more in revenue, 
which must come from freight, would mean an 
additional thirty-five per cent increase in freight 
rates. 

Now, that is ail I was putting to you, 
and so that you will have it in front of you so 
that you can confirm this yourself, I will just 
give you that page there, and assuming that Mr. 
MacPherson's quotation of the witness, Nixon's 
testimony, was correct, and that Mr. Nixon's 
$79,000,000.00, additional dollars to the Canadian 
Pacific as its rate of return on the rate base 
and I put it to you that if Mr. Nixon's increase of 
$79,000,000 - it is at page 252, I think it is 
down on this side of the page - $79,000,000 meant 
a thirty-five per cent increase in freight rates, 
then I put it to you that your additional 
$39,000,000 - call it $40,000,000 - that your 
six per cent would probably mean an immediate 
increase in freight rates of about 174 per cent, 
and I want to know whether you agree with me that 
that would be the result? 

A. Well, I agree with you in part and 
disagree with you part. I don't think we are. 
dealing with rate making on immediate increases 
in rates of that magnitude, and I think it is 
somewhat more fdexible. 

Also, on the other hand, the matter of 


compensation or capital, which I have shown here 
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as being required if the company is going to continue 
to attract the capital - because you have to pay for 
capital as you have to pay for labour, and if you 
don't pay the price of labour, you don't get it, and 
if you don't pay the price of capital, you don't 

get it; that cost is there and it must be paid for 
if you are going to get the capital. As to the 
percentage of increase, I don't have the revenues, 
but I think it would be substantial. That can be 
computed, Mr. Frawley. 

Q. So that we will understand each other, 
you say that the railway needs so many millions of dollar 
over and above its operating expenses to maké it respectable 
in the market place when it goes to borrow money? 

A. That is right, it has to have’an 
opportunity to earn that and has to earn it if it 
is going to continue to get capital. 

Qe And you say the way to give them 
these dollars is to apply six per cent, to apply the 
rate of return of 6.5 per cent on its property 
investment. 

A. That is summarizing my testimony very 
briefly. The way to determine it is to try to 
find the cost of capital. 

| Qi The 63 = cent is not to be left 
in the air, it is to be turned into so many millions 
of dollars. 

A. That is the end result of my study. 

Q. What you say is whatever number of 


dollars emerges from using the 6% per cent, that in 
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your opinion is the proper number of dollars to allow 
the company? 

A. That is the number of dollars I say 
this company has to get to recover its costs, and 
it has to recover its costs if it will continue 
to attract capital. 

Q. What you say, if my figures are right, 
you would say there is sort of a shortcoming in the 
present requirements formula; that is it would be 
$51,000,000 as compared to $93,000,000, which is 
about $39,000,000? f 

A. Your "present requirements formula" 
disturbs me somewhat, because Mr, Justice Kearney 
stated he didn't close the door when he considered 
all investment in the future. 

Q. That is quite right. And now, just 
so that there will be no question about what went 
on there, I am just going to take a minute to read 
you just two or three short passages, and at page 
263 Mr. Justice Kearney said on that same case: 

"Me. C.W. Smith, on the other hand, while 

admitting the railway field was not his 

speciality, was of the opinion that the 
rate-base-rate-of-return method as a | 
determining factor would prove as 
practical for railway utilities as it 
had been in gas, telephone and other 
light utilities." 

And then, reading from what Mr. Justice 


Kearney said at page 267: 
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"In summary, therefore, the Board is 

of the opinion that, in the long run, 

it would be disadvantageous to the 

interests of the public, the railways. 

and investors alike to give, through 

the implementation at this time of the 

Canadian Pacific proposal, any appearance 

or inference of certainty of solution of 

a nation-wide rail transportation problem 

for which, under present conditions, 

no certainty exists." 

Then I would just like to read one final 
short paragraph: 

"It need hardly be stated that as we 

have declined to establish a rate base 

as requested in para. 1 of the application 

it follows we would decline to fix 'a 

fair rate of return on such a rate base', 

ie, at a level of not less than 64 per 
cent as requested in para. 16 or, for 
that matter, at any other percentage 
level." 

All I want to put to you in conclusion, 
Mr. Smith, is --- 

MR. SINCLAIR: Just a moment. 

MR. FRAWLEY: Mr. Sinclair asks me to put 
something else in which he thinks should be read 
over with it, and I am very glad to do so. There 
ue two paragraphs there - I see that you have 


underlined some things in red, so to be safe I will 
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go back a bit more and take in a little more than 
you have underlined in red. | 

MR. SINCLAIR: I think the judgment has 
to be read in its entirety. 

MR, FRAWLEY: I would think so. It is 
a long judgment, but I would certainly indeed 
commend it to the reading of the Commissioners in 
view of the fact, in my respectful submission - and 
I don't want to get into an argument - this witness 
has not changed the situation one iota in his 
presentation here than he presented away back in 
the far off days of 1952. 

MR. SINCLAIR: That is an argument to be 
made at a later time. 

THE COMMISSIONER: As I understand it, his 
evidence was directed to a’ rate base and rate of 
return, and today he is taking the stand, as I 
understand his evidence, that it is purely an 
academic question, and whether it is rate base 
or requirements, cost of capital is involved; that 
is the evidence today. 

MR. FRAWLEY: I will just read two 
paragraphs to satisfy my friend, and I will read 
this paragraph from page 279 of 70 CRTC: 

"Factors such as the cost of raising capital 

or the cost of money, as it is called in the 

financial world, and the need for new 
capital are variables which change with 

the times, and other changing conditions 


which affect rate-making have occurred in 
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the last twelve months the effect and 

extent of which the record in the present 

case does not disclose and which we will 
refer to more fully in our notes on 
confiscation. 

I consider, therefore, that even if 
‘the Board were disposed to declare what 
constitutes a return on the net rail 
investment of Canadian Pacific which would 
be fair to all parties concerned, it 

should not attempt to do so in a vaccum 

but only if and when a specific application 

for an increase (or decrease) in tolls and 

rates is before the Board and is supported 
by the required timely and pertinent 
evidence. I might add that, without 
repeating them, other reasons which we 

have given as to the inappropriateness 

for the Board to make a declaratory judgment 

that a 64 per cent return is fair for 

Canadian Pacific they also apply to any 

lesser percentage which might be sought 

by way of a declaratory judgment and for 

the foregoing reasons we déendtaes that 

we should decline to do so." 

I am precluded from commending these words, 
to the Commission, because Mr. Sinclair is presenting 
Mr. C.W. Smith in just the same kind of vacuum today 
as he presented him in 1952. 

MR. SINCLAIR: All I can say to that 
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remark, and I take it there is no question to the 
witness, Mr. Frawley? 

MR. FRAWLEY: No, no further questions; 
you just asked me to read another passage. 

MR. SINCLAIR: I thought you wanted to 
put a question to the witness. 

.MR. FRAWLEY: No, I have no further 
questions; I have sufficient answers through 
the witness. He was concerned about the context 
in which the Commissioners themselves in the rate 
base and rate of return case had left the matter, 
and for that reason I read two or three passages 
into the record to indicate that I understood the 
purport of the Board's judgment in that case. 

MR. SINCLAIR: Now, Mr. Chairman, and 
members of the Commision, some of us happen to be 
a little more familiar with the background of this 
matter than others to which Mr. Frawley has 
referred, but I do think to assist us all in dealing 
with the point that was raised by Mr. Frawley and 
the reason I asked him to read that last bit was 
that that was an application to the Board for 
a-declaratory judgment in the future concerning 
the overall method of arriving at the level of 
permissive rail income, and I want to make it clear 
that I think the evidence has made it clear and I 
think, sir, that you have stated it better than I 
can and I am much obliged to you for that, that 
that isn't what we have for this Commission at 


all. 
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THE CHAIRMAN: We are not discussing 
method. 

MR. SINCLAIR: We are not discussing 
method, nor are we discussing what would be a 
return that would be’ fair if we were fixing the 
overall net rail income which we might say should 
be fixed, nor, Mr. Chairman, are we in any way 
saying that this is rate base and rate of return, 
because if it was and that was our submission to 
you, we would have additional evidence and 
different evidence to give to that which we have 
given to the Commission, and I just wish to make 


that point clear. 


(Page 2975 follows) 
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MR. MAURO: I certainly don't want to 
interfere with my learned friend's explanations, but 
I think that the tau tananney of this witness is pretty 
clear, that when we apply -- and I asked him this 
morning as to what this would mean in the permissive 
level of earnings, and Mr. Smith very candidly said 
that if ny figures were correct the 6.5 would be taken--- 

THE CHAIRMAN: Well, that is what I under- 
Stand, too, that the cost of capital is in issue and that 
involves other questions which are academic in there. 

MR, MAURO: That is quite right, Mr.Chairman. 

MR. SINCLAIR: Well, of Goeeee: my friend -- 
possibly I can clear up one point in re-examination. 

THE CHAIRMAN: Any other questions? Mr. 
Doherty? | 

MR. DOHERTY: I have no questions. 

THE CHAIRMAN : | Mr. Wood? 

MR. WOOD: No questions. 


RE-EXAMINATION BY MR. SINCLAIR : 

a Q. Mr. Smith, in arriving at the calculations, 
the arithmetic gymnastics, or whatever you wish to call 
them, that were put to you by my friend Mr. Mauro, he 
referred to a figure on dividends ; that is, I take it 
he meant payments under a given number of shares. Now, 
in your cost have you worked towards outstanding shares 
in arriving at any of the costs that you have arrived at? 

A, Well, I have worked on total ordinary 
stock equity. 
Q. Has that got anything to do specifically 
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with dividends as such? 

A. Yes, I said in arriving at my GcHétReT6R 
that I thought that 6 per cent on ordinary stock equity 
was required in order to put the company in the position 
to attract capital. 

Q. Would I be wrong, Mr. Smith, to suggest 
that is a combination of dividends and surplus? 

A. No, that was a dividend on equity, the 
6 per cent. 

Q. A dividend on equity investment? 

A. That is correct, sir. 

Q. If we take a look at a Judgment that was 
referred to here by my friend Mr. Mauro in his calcula- 
tions, he made reference eeea figure of dividends, 
twenty million odd, and then right below that is a 
further figure of $15,235,000 and again below that 
another figure of $2.4 million. 

MR. FRAWLEY: You are referring to page 31 
of the pamphlet copy of the Judgment? 

MR. SINCLAIR: I am. 

Q. When you are talking about dividend 
earnings on equity, would you take into account these 
items? 

A. These items are set out in a rather 
unusual fashion. The 55 million --- 

Q. I am talking about these three. 

A. Well, I arrived at it in a different 
fashion. The 55 million would compare to my 9+ per 
cent or so on the common equity. But I did not 
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Q. Mr. Smith, I think that you have not seen 
those figures, and I think that doesn't compare with your 
Qt per cent on the common equity at all. 

MR. FRAWLEY: Take out the 16 million. 

THE WITNESS: There are some fixed charges 
here which do not apply, that is correct. 

MR. FRAWLEY: And the rest is all equity 
capital. 

MR. SINCLAIR: Q. Mr. Smith, the return on 
equity that you arrived at to arrive at your composite 
rate would take into account all items of dividend and 
surplus if they were separated as to requirements? 

A. Yes, that is correct. 

Q. So it would be wrong, would it not, to 
compare 20 per cent and the 6+ on 847? 

MR. FRAWLEY: That is a pretty leading ques- 
tion for your own witness. 

THE CHAIRMAN : Well, let's leave it to argu- 
ment. | 

THE WITNESS: I did not think that the Board 
fixed a dividend, I thought it rather made a computation. 
If it is computation that we are talking about, I would 
say I arrived at my 94 per cent by saying that the 
stockholders today would have to get 6 per cent on their 
equity plus something for surplus in order to attract 
investments. The 6 per cent can be computed and the 
gt ats cent can be computed if they apply to the equity 
I assume in Schedulel5. I stated I thought the dividend 
tested at this particular time was a better test than 


the earnings price ratio. The earnings price ratio 
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then would have given a higher figure. I thought it 
Was more realistic in view of the financial position of 
the railroads. 
Q. Do you know or do you not know whether the 
$20 million referred to by my friend Mr, Mauro when he 
referred to these figures that were before the Board 
in 1950 reflects a 5 per cent factor on the issued shares 
of Canadian Pacific? | 
A. I understand so. 

- Q. Now, Mr. Smith, if you were giving evi- 
dence in this court room on the overall level of permis- 
Sive earnings, and you were giving evidence as to what 
would be a fair return on the capital used in trans- 
portation service, would there be factors that you 
would take into account that are not taken into account 
in a cost of capital study as you have presented it here? 

A, I would want to take into account further 
factors. T have used what is generally termed bare 
bones cost of capital, and I would like to take into 
consideration a few other arguments. They would not 
have a very substantial effect upon my answer, but 
they would modify it somewhat. 

Q. In which way? 

A. Upward. 

Q. In some question put this morning by Mr. 
Cooper he referred to time studies in respect to debt 
capital, dine I think your evidence was that you took 
the historical cost of debt in arriving at the com- 
posite cost of money? 


A. Yes. 
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Q. That was your answer to Mr. Cooper. if 
you had taken present cost of debt in arriving at your 
cost of money, what would the effect have been on the 
answer that you came up with? 

A, It would increase the answer substantiaily: 
but I would not use the current market price of capital. 
But it would change the answer substantially by in- 
creasing the overall end figure. 

Q. What was the overall cost of debt as you 
used it in arriving at your composite rate of 6 per cent? 

A, I believe it was 3.33 per cent. That is 
correct. 

Q@. And as of the end of 1958, what would be 
the current cost, roughly speaking? 

A. Oh, the current cost at the end of 1958 
would be somewhat in excess of 5 per cent. Tewi1it 
take that back. T am not sure about 1958, but in 1959 
it would have been over 5 per cent. IT think it would 
have been somewhat less than that at the end of 1958, 
maybe 4.98 or something. 

Q. And then in respect of another point -- 
in arriving at your rate of 3.3 per cent, I think you 
said that that was total debt? 

A. Yes. 

Q. And in your study you also took historical 
cost preferred capital; is that correct? 

A. That is correct. 

Qs As it existed at December 1958; I think that 
is. what you told my friend Mr. Cooper? 


A. That is correct. 
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Q. If you took the present cost preferred 
capital, what would have been the rate in 1958? 

A. I have grave doubts that Canadian 
Pacific could issue preferred stock. Citi Gi, wks 
would have an accumulative preferred stock, perhaps 
have it convertible as well. That stock would have been 
in excess of 6 per cent. But it is difficult to 
speculate, to try to pin down to a particular percentage. 

Q. One of my friends asked you if the evi- 
dence that you gave in 1952 and the purpose of your 
study were the same, and, to make it clear, your answer 
that you gave me earlier that you would go to the other 
factor, would that go to the same point? 

A. Yes, that would go to the same point; 
and while certain approaches were the same, the data 
in 1952 is quite different to what they are today in 
many respects. | 

THE CHATRMAN : Mr. Smith, on page 7 you 
referred to the five issues in 1958, and there is quite 
a spread peeieoe from 4 to 54 per cent, the issues, the 
rail issues in 1958. Now, would all these securities 
be sold at par or would there be a discount in the 4 
- per cent? 
| THE WITNESS: I think all of these were sold 
at par. 

THE CHAIRMAN : So the effect of rate would 
not change from the coupon rate? 

A. That is correct; I would not have used 
the coupon rate. 


THE CHAIRMAN: So the point of your evidence 
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is that ratings determine the amount on the coupon? 

THE WITNESS: Well, it depends upon timing 
in these things. There has been such a drastic change 
in the market. I have seen conditions within two months 
change where a double "a" bond would have brought a 
different price if it had been issued two months pre- 
viously. In other words, the Wall Street Journal is 
making a practice now that when a few months ago a 
particular company issued double “a" bonds it cost so 
much. The trend has been upwards, but not steadily, 
it has been in a zig-zag fashion. | 

THE CHATRMAN: But your information is that 
they were par? 

THE WITNESS : I think they were. The one 
exception, I think, is the Virginian Railway, which, 
of course, is a very prosperous railway in the Pocahontas 
area. It had 4 per cent there. I don't know; the 4 
per cent seems awfully low at that time. But the 
Virginian has been a very prosperous railroad. 

THE CHAIRMAN: It is rated double "a"? 

THE WITNESS : Yes, but even then it seems low 
for that particular time. The rating and the time both 
have an effect on the cost of the capital. 

THE CHATRMAN: When you hit the market? 

THE WITNESS : Yes, and there is a’ lot of guess- 
ing going on today. 

THE CHAIRMAN: Thank you, Mr. Smith. 

Mr. Toole? 

MR. McDONALD: Mr. Toole's evidence in 


chief was given on December 17th; it is Volume 20 
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at pages 2889 to 2892, and he is now here for cross- 
examination. | 
THE: CHAIRMAN; Mr. Cooper? 
MR. COOPER: I have no questions. 
THE CHATRMAN : Mr. Cumming? 
MR, CUMMING: Thank you, Mr. Chairman. 
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JOHN L. TOOLE, recalled 


CROSS-EXAMINATION BY MR. CUMMING: 

Q. Mr. Toole, at the time you were giving 
your evidence before at ae 2890 of the transcript, 
you stated that Canadian National adopts the rate of 
94 per cent as the cost of equity capital and that 
you did so for the reasons contained in the Canadian 
Pacific memorandum, the evidence on which was given by 
Mr. Smith. I was wondering, sir, whether or not 
Canadian National conducted any independent studies 
or inquiries of its own to determine the cost of 
equity capital, or are you simply relying on the 
evidence that was given by Mr. Smith? 

A. We have done some cross-checking on Mr. 
Smith's evidence, and we have agreed in discussions 
with Mr. Smith, and through that we have adopted the 
principles he has enunciated here. | 

Q. As a result of checking and those dis- 
cussions, you were satisfied with Mr. Smith's views on 
the question? 

A, That is right. 

Q. Mr. Toole, am I correct in the under- 
standing that the last capital revision of the Canadian 
National Railway System was that made under the Capital 
Revision Act of 1952? 

A, That is right. 

Q. There has been none since that date? 

A. None since then. 


Q. Going on to page 2890, you told us that 
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the capital requirements of Trans-Canada Air Lines are 
provided by Canadian National Railways. Could you 
tell us, Mr. Toole, just briefly, what are the terms 

of the agreement or arrangement under which the capital 
requirements of Trans-Canada are supplied by Canadian 
National? 

A, It is merely an arrangement for con- 
venience so that when we go to the public to refinance 
the temporary loans there is only one approach to the 
public and, consequently, their requirements are lumped 
with ours for that particular purpose, and we pass on 
to TCA the exact cost of the issue for their portion of 
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Q. And I note from Exhibit 76A that 
you have subtracted or deleted those capital 
commitments or amounts which relate to Trans Canada? 

A. Yes, that capital is not employed 
in the rail business. 

Q. Now, in your evidence, you go on 
on the same page to point out that the one hundred 
million dollar debenture issue and some almost 
$17,000,000 in working capital advanced to the 
Canadian government railways are non-interest bearing 
and that they have been transferred from long term 
debt to shareholders! equity, in Exhibit 76A? 

A. That is right. 

Q. Firstly, sir, can you tell us what 
lines are comprised in the Canadian Government 
Railways, just as a matter of information? 

A. The principal ones making up the 
Canadian Government Railways here are the ones in 
the Maritimes under that principal name which, £ 
think, was known as Canadian Government Railways 
in the Maritimes and the National Transcontinental 
which ran across the northern end of the country 
north of the C.P..R. 

Q. Does that include what is known as 
Inter-Colonial?” 

A. I believe it does. 

Q. Can you tell me, sir, when these 
amounts that are referred to -- that is the one 
hundred million dollar debenture, firstly, and 


this advance of working capital -- when each of 
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those sums will become interest-bearing -- they 
are not bearing interest at the present time --- 

A. No. 

Q. --- and at what rates? 

AG Oh, I would not like to guess on that. 
$100,000,000 comes up for reconsideration in 1961 -- 
January lst, 1961. I cannot foretell what will 
happen there. 

Q. the rates, I take it, then, is a 
matter to be negotiated; is it? 

A. If the $100,000,000 stays in its 
same form, yes, 

| Q. And what about the roughly $17,000,000 
of working capital advanced to the Canadian Government 
Railways? Have you any idea when that will become 
interest-bearing? 

A. Most of that has been there since 
about 1923, and it has been in that approximate 
amount ever since then -- never interest-bearing. 

Q. I suppose you would anticipate that 
it will continue in that same position; do you? 

A. So far as I know 

Q. As and when the $100,000,000 debenture 
becomes inberestabeartiags would that be re-transferred 
to the long term debt sub-heading of the Balance 
Sheet rather than Shareholders'! Equity? 

A. It depends on the form it would take. 
At this particular time, it is capital employed in 
the business without interest, so that it represents 


an investment similar to share capital. 
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Q. But if it becomes an interest- 
bearing debenture, then I would assume that it 
would be classed as long term debt; would it? 

A. Yes, yes. 

Excuse me, if it was interest-bearing on 
the long term form. 

 Q. Yes. I see what you mean. 

In answer to a question by Commissioner 
Anscomb with reference to this recent $300 ,000 ,000 
issue, you said, at page No.2892, that’ the effective 
rate on that issue was 5.93 per cent. 

Now, you had said earlier that if the 
debt of Canadian National was refundec that, as 
at December, 1958, it would cost the company an 
average rate of at least 5.10 per cent. 

Is your estimate of that cost affected 
by the experience you have had with this recent 
issue? 
| | A. I think I have to appreciate how 
the 5.10 per cent was given. It was given in 
relationship to the debt outstanding at the end of 
1958, and it is calculated on the assumption that 
we had gone to the market in December, 1958 and 
at that time our best judgment was that if we had 
gone to the market, 5.10 per cent would have been 
the approximate cost. 

Q. ' That would have been cost at that 
time? 

A. At that time. And that is related 


only to the short term monies that we had in hand 
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that could ultimately go into long term with the 
public. 

Q. And, of course, if you were to 
make a similar estimate for a later period of time 
you would take into account such changes as there 
have been in this intervening period? 

A. Yes. | 

Q. And I assume, then, that that change 
would be a change in an upwards direction? -- 

A. While the evidence is that-insey of 
of 1959 we went to the market with $150,000,000. 
issue, that cost was 5.21 per cent. You notice 
it is just a shade over our 5.1 which we estimated 
for December. And, later, “ you know -- you have 
referred to it now -- the 1959 and January 1st, 1960 
issue is at 5.85 and 5.93, respectively. 

Q. And 76A -- that has been derived, 
as I understand it, from the 1958 annual report 
which is Exhibit 77? 

A. That is the evidence of the amount 
of long term debt ae] the shareholders! equity in 
existence. 

ly ‘needqho mahar deo you navel mina bite prperens 
you? 

A. Yes. 

Q. I am looking at page 27. 

A. Yes, 

Q. And looking, as well, at Exhibit 76A, 
on Exhibit 76A the long term debt is shown as 
$1,333,955,601. And on the Balance Sheet, Exhibit 
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77, that figure is $1,518,600,669. 

Now, the difference, just so that I have 
it clear, is the larger figure less the loans and 
investments in Trans Canada, and less these two 
sums that have been transferred to shareholders! 
equity; is that correct? | 

A. That is right. The exclusion for 
Trans Canada naturally is related to debts in that 
top figure. There is also an exclusion later on 
related to capital. That is related to equity. 

Q. And, on page 33 of Exhibit 77, Mr. 
Toole, are set out the particulars of the long term 

debt of Canadian National, and I want to draw your 
attention particularly to the last four items under 
the heading, "Bonds, Debentures and Equipment 
Obligations." 

There are four series ST, U and V of 
Equipment Trust Certificate referred to there. 

A. Yes, 

Q. Can you tell us when those several 
series were issued? 

A. You will note, first of all, I think 
we only need to refer to the last two, because they 
are the only two that are outstanding. 

Q. The first two have been retired? 

A. The first two have been retired. The 
March 15th, 1960 was issued on September 15th, 1950. 

Q. Yes? 

A And the other issue, January 15th, 1961 


maturity, was issued July 15, 1951. 
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. STONEHOUSE & CO. LTD. 
veo TORONTO, ONTARIO Toole, ‘er. ‘ex. 2990 


Cumming ) 


There have been no equipment trust issues since then. 
2a In Mr. Smith's evidence, Mr. Toole, 

he gave us the particulars of some Canadian Pacific 

Equipments in recent years. There are four of them 

and they are referred to at page 8 of his memorandum -- 

an issue issued on April 1, 1953, due 1963, which 

cost 4 per cent; another one issued January 2nd, 1954, 

due 1969, which cost 3.83 per cent; and one issued 

August 1, 1954, due in 1962, costing 3.10 per cent. 

The fourth one is considerably later. 

Can you tell the Commission why there would 
be such a spread between those rates and the rates 
at which the Canadian National Equipment Trust 
Certificates were issued? 

A. Well, the first thing I would note is 
that the dates of issue were somewhat different. 

Q. Somewhat later? 

A. Yes. And I assume -- and I can only 
assume -- that it was market conditions at the time. 

Q. Just a question of changing market 
conditions? 

A. Yes. 

Q. The first one is perhaps the closest 
in point of time, issued April 1, 1953, which was not > 
after the last of the ones to which you referred, 
and there is a difference of 1¢ per cent. 

A. I cannot say more than it must be the 
market conditions at the time of issue. 

Q. Even in that shart space of time? 
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ANGUS, STONEHOUSE & CO. LTD. Toole, cr. eX. 2991 
TORONTO, ONTARIO (Cc 1 ing) 


Q. Now, further down that same page of 
Exhibit 7.7.5,.page 133,0f,4t, Mr. Toole, there appears 
a figure for the total Government of Canada Loans 
and Debentures, which I note were reduced from 1957 
to 1958 by a total of almost $140,000,000 -- to be 
exact, $139,176,152. | Do you see that figure? 

A. Yes. 

Q. Can you tell us whether it is 
anticipated there there will be a further reduction 
in that total obligation for the year 1959? 

ty A. Yes, there will be, because this 
reduction is the action of refunding Ive temporary 
loans which we have obtained from the Government, 
and replacing it in the hands of the public. 

Up above, you will see a $300,000,000. 
figure in the long term debt transactions during 
1958. Some of that $300,000,000 was used to wipe 
out the sent term borrowings which you see follow 
as a reduction. | 

Q. Will that reduction of this 
particular obligation have any effect, either upwards 
or downwards, because of its replacement with some 
other obligation, upon the composite cost of capital 
which you show ‘in Exhibit 76A? 

A. As I said, the cost which we have 
shown here for funded debts is a condition at the 
end of 1958, and to the extent that interest rates 

have gone up since 1958, and we have demonstrated 
that they have in our two recent issues, it means 


that, well, our cost would go up. But this statement, 
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ANGUS. STONEHOUSE & CO. LTD. Toole, cr. eX. 2992 
TORONTO. ONTARIO 
(Cumming ) 


if it was re-calculated, shall we say, as of the 

1st of January, 1960, we would come up with a higher 
end figure than we have here now. 

| | Q. I see. And that Would apply ini spite 

of the reduction of this class of obligation --- 

A. Partly applies, because of that 
reduction, because we are reducing our short term 
borrowings and replacing them with long term borrowings 
at higher rates. 

iy, to Pied: Now, under the heading a little 
further down eae 33 of Exhibit 77, under the 
heading, "Shareholders! Equity", there is an 
increase of nearly $21,000,000. in 4 per cent preferred 
stock between 1957 and 1958. | 

| A. Yes. That refers to a provision of 

the Capital Revision Act of 1952 under which Canadian 
National Railways eeeniae new issues -- I should say 
-- preferred stock for cash to the extent of 3 per 
cent of revenues. It is a 4 per cent preferred 


issue based or calculated at 3 per cent of revenues. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO Toole, CYre-exX 2997 
(Cumming ) 


Q. That will increase as the years go by, . 
will 1t? : 

A. That provision of the Capital Reserves 
Act runs out in 1961. IT can't tell what will happen 
after that. 

Q. In giving your evidence, Mr. Toole, at 
page 2891 you told us the rate of 9.25 per cent had been 
applied to the total of the shareholders’ equity to 
produce a rate of $167 million, and so on. I take it 
that equity, to the rate of 9.2 per cent, includes the 
$100, million debentures ? 

A. That is right. 

Q. In the way that Exhibit 76A is drawn? 

A. That is right. 

Q. And it includes, as well, the $70 million 
approximately of working capital aavibided to the Canadian 
Government Railways? 

A. Yes. 

Q. What I want to ask you is: by reading these 
items the $1007million ttem 1s equity r-ther than debt 
capital; and, therefore, applying the 9.25 per cent 
rate to that does that not have the effect of inflating, 
to some extent, the composite cost of capital which is 
shown on Exhibit 76A? 

A, It definitely has the effect of making the 
composite cost just slightly higher than if it had been 
excluded; but the $100 million is included on the basis 
that it is money that is at work within the system; and 
it is just a technicality that there isn't a share 


certificate to represent it. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Toole, er-ex 2998 
(Cumming ) 


Q. I see; and, of course, I suppose that 
the object of that is that when this $100 million finde 
its way back to the long-term debt heading then the 
impact of that cost would be, to that. extent, reduced? 

A. Yes; and we did make the calculation that 
the impact is very minor. It is in the 6.95.. ib 
you excluded the $100 million it would be down to 
6.56. | 

Q. A difference of .09? 

A. Yes. 

MR. CUMMING: Thank you very much. 

THE CHAIRMAN: Mr. Toole, the cost certifi- 
cates -- are they held by einadion holders, or American? 

THE WITNESS: I am not sure that I have that. 
Excuse mé --=< 

THE CHAIRMAN: Are they held by insurance 
companies? I take it they buy them? 

THE WITNESS: They are sold to syndicates on 
one side of the beuat. I don't know the companies 
offhand, who bought bias particular issues. 

THE CHATRMAN : Were they bought by Canadian 
institutions, or American? 

THE WITNESS: I would be guessing to answer. 
I expect it was Canadian, but, I mean, to the best of 
my knowledge ‘a ns never sold them in the United 
States. 

THE CHAIRMAN: Mr. Frawley? 
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ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO Toole, Ccr-ex% 2999 


(Frawley ) 


CROSS-EXAMINATION BY MR, FRAWLEY: 

Q. Mr. Toole, were you aware that the Canadia 
Pacific made a proposal to the first Turgeon Commission 
which suggested that there be an amendment to the Railway 
Act to provide that . . ."“Rates shall not be deemed to 
be just and reasonable unless, taken as a whole, they 
are sufficient to provide a fair return upon the invest- 
ment in the railway property of Canadian Pacific Railway 
Company . &«" 

A, I am aware of it, yes. 

Q. And are you aware that the Canadian 
National Railways opposed the proposed amendment? 

A. I don't recall the terms. 

Q. Well, page 63 of the first Turgeon Report 
says: "The Canadian National Railway Company opposed 
the proposed amendment as did all the provinces 
appearing before the Commission except Prince Edward 
Island and Newfoundland, neither of which discussed the 
proposal." 

In any event, at the moment you-are allying 
yourself with the work which Canadian Pacific did to 
ascertain the cost of money? 

A. That is right. 

Q. And your own statement makes that par- 
ticularly clear, Exhibit 76: "Canadian National agrees 
with the principles enunciated in the memorandum sub- 
mitted by Canadian Pacific Railway regarding cost of 
cantihad tdzx,.f 
A. Yes. 


Q. " | . Canadian National adopts the rate 
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: ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO Toole, cr=-@x 3000 


(Frawley) 


of 9.25 per cent as the cost of equity capital for the 
reasons outlined in the said Canadian Pacific memorandum" 

A. Yes. 

Q. And you say in your evidence that you 
have developed this cost of money to be included in the 
cost of transporting grain and grain products going at 
statutory rates to export positions? 

As Yes. 

Q. Tn other words, that is the purpose of sf 
it igs to find the cost of capital and apply it to the 
cost of moving the grain so that it will appear as an 
expense of moving the grain? 

A. Yes. 

Q@. And, in fact, going to page 38 of Mr. 
Bandeen's exhibit 57 -- I am reading from page 38 -- 

Mr. Bandeen says: "The cost of money invested was 
taken to be 6.5 per cent. This cost is an alternative 
eost of money or the rate which should be earned if 
invested in a similar enterprise. After allowance for 
the payment of income taxes on other than the fixed 
charges the rate on 4nvestment before income tax must 
be 10.96 per ave. .. .*, or virtually 11 per cent? 

A, Yes. 

Q. Now, I don't know, Mr. Toole, but am I 
to understand from that that the Canadian National is 
suggesting that this cost of moving grain should be 
such as to enable Canadian National to earn, before 
income tax, 11 per cent, or the investment that it 
has in the grain-moving equipment in Western Canada? 


A. The 10.96 per cent, yes. 
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~ ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Toole, ¢r-ex 3001 
(Frawley ) 


Q. That is correct? 

A. Yes. 

Q. How far short are you of such a rate now? 
A, Very short. 

Q. Well, so short that, as is well known, yo 


have to go to Parliament for moneys to meet your deficit 

A, That is right. 

Q. But, nevertheless, because the Canadian 
Pacific says it should have 6.5 the Canadian National. . 

A. No; if I could give you a little more 
background on that, the Canadian Nationalis operating 
as a corporation the same as Canadian Pacific is. It 
has share capital and bonds and has a directorate, and 
is operated in'ia competitive climate. We, therefore, 
must gauge our operation on competitive bases, and one 
of those bases is the cost of operation; and if we are 
going to prevent any imbalance in that competitive 
Climate we have to consider ali competitive forms, 
including the agreed 9.25 per cent. 

Q. It would not have been realistic if you 
had taken Canadian National into that situation, where +-- 

B. Completely unrealistic. 

Q. --= where it was required to operate as 
a deficit? 

A, Yes. 

Q. As to. just exactly what it cost the 
Canadian National in financing, I was under the impres- 
Sion that you borrowed at a rate which was a Federal 
Government guaranteed rate? | 
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* ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Toole, cr-ex 3002 
(Frawley 


two or three issues here this morning -~ they all carry 
a government guarantee, | 

Q. And the Canadian Pacific hasn't got any 
such privilege? 

A. No; to that extent there is a difference 
in the background of our costing, because presumably we 
could not get it to that extent without the government 
guarantee. 

Q. It-seemed to me obvious that if you are 
borrowing at a Federal Government guaranteed rate and, 
therefore, at a lower rate, it is not realistic to go 
along with the situation which the Canadian Pacific 
deve lops? 

A, We took the conservative position that 
if we went to the public on our performance we wouldn't 
borrow it at 5.95 as we did... 

THE CHAIRMAN: Would you borrow? 

THE WITNESS: No. 

MR. FRAWLEY: Q. You couldn't go to the 
public at all? 

A. No. 

Q. So that the only realistic way you could 
do it was just simply to go along on the Canadian 
Pacific basis? 

A. That is right; and that represents a 
good competitive background which puts us all on the 
same wicket. 

MR. FRAWLEY: Thank you. 

THE CHAIRMAN: Mr. Mauro? 

MR, MAURO: I have no questions, Mr.Chairman,. 
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THE CHAIRMAN: Mr. Dickson? 
MR, DICKSON: I have no questions, Mr. 


Chairman. 

THE CHAIRMAN: Mr. Doherty? 

MR.,DOHERTY: No questions, Mr. Chairman. 

THE CHAIRMAN: Mr. McDonald? 

MR, McDONALD: That is all, Mr. Chairman. 

THE CHAIRMAN: Who is your next witness? 

MR. McDONALD: Mr. McCoy is the next witness, 
Mr. Chairman. 

THE CHAIRMAN : Perhaps before you call Mr. 


McCoy we should have a recess. 


-~--Short recess. 


(Page 3010 follows) 
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THE CHAIRMAN: All right, Mr. Doherty. 

MR. DOHERTY: Mr. Chairman, might I just 
make a very brief reference to the evidence that has 
been led. by the C.P.R. and the C.N.R. with respect to 
the cost of capital, and I have nese instructed to 
say that the government of Saskatchewan adheres to 
the principles which it advanced before the Board 
of Transport Commissioners in the rate base rate of 
return case, and the government of Saskatchewan is 
-unalterably opposed to the use of this calculation 
in the cost of capital, as proposed by the C.P.R. 
be weal Bal as an @lement in the determination 
of the financial needs of the Canadian railways, or 
the adoption of such requirements in whole or in part 
as a test of the adequacy of the rate levels or 
structures. 

Now, in this regard, Mr. Chairman, I would 
like to associate the Province of Saskatchewan with 
the comments which have been made by Mr. Frawley, 
and particularly the objections taken by him at the 
December hearings, and it is our intention to 
develop this matter further in our later arguments. 

MR. FRAWLEY: I believe it is now proposed 
to call Mr. McCoy, and if I might be allowed to refer 
to the application which I made this morning, in 
which I asked leave of the Commission to speak to 
the motion standing in my name and Mr. Mauro's 
name at 2:00 o'clock this afternoon, I would now 
appreciate the Commission giving me the indulgence 


of allowing me to speak to it tomorrow morning when 
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the Commission sits again. 

THE COMMISSIONER: Yes. 

MR. MACDOUGALL: Mr. Chairman and members 
of the Commission, the next witness to be called by 
the railways is Mr. Charles Leslie McCoy. 

Mr. McCoy is no stranger to you; Mr. 
Chairman, and to some of the other members of the 
Commission, having been an employee of the C.N.R. 
for a ey, eae number of years, until he severed 
connections by retiring on the 31st of December, 1959. 
Mr. McCoy is now retained by the company as a 
consultant, and I would like to just place on the 
record his general qualifications. 


McCOY, CHARLES LESLIE, called 

DIRECT EXAMINATION BY MR, MACDOUGALL: 
| oe Mr. McCoy » at the time of your 

retirement you were Assistant General Freight Traffic 
Manager, Rates Tariffs and Divisions with gystem 
jurisdiction of Canadian National, is that right? 

A. Yes. 

Qe “You were born in the Maritime provinces? 

A. Yes. 

Q. ~And you took your early education in 
the Moncton High School? | 

A. Yes. 

Q. “And you joined the Canadian National 
there in. Moncton in 1915? 

A. The Canadian Government Railways in 
1915, sir. 


Q. I believe you started as a messenger 
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in the Engineering Department and stayed there for 
a year, and the next year you were promoted secretary 
to the Assistant Chief Engineer of the Canadian 
Government Railways at Moncton, In February of 
1920 you joined the Traffic Department in a clerical 
position at Montreal, and worked in various clerical 
jobs in the Traffic Department , constantly moving 
up until in 1937 you became Chief Clerk in the 
General Freight Agent's office at Montreal. 
OA. pieny 

Q. In 1940 you became Chief Clerk to the 
General Freight Traffic Manager having system 
jurisdiction, and in 1945 you were made Assistant 
General Freight Agent at Montreal? 

A. That is right. | 

Q. In 1948, General Freight Agent? 

A, Yes. 

'Q. And in the early part of 1951, Traffic 
Manager for the Atlantic Region for Canadian National 
Railways, headquarters at Moncton? | 

A. Yes. 

Q. And you were then promoted in March 
of 1952 to Freight Traffic Manager, Rates Tariffs 
and Divisions at Montreal, and in June of 1955 you 
were promoted to the position which you held at 
the time of your retirement? 

A. That is right. 

Qe Assistant General Freight Traffic 
Manager, Rates Tariffs and Divisions? 


A. Yes. 
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Q. In the thirty-nine years, Mr. McCoy, 
that you have been a traffic officer of the C.N.R. 
you have been particularly interested, I believe, in 
the rates, freight paths and their applications? 

A. Yes. 

Q. ‘I believe you appeared before the Board 
of Transport Commissioners in many cases dealing both 
with general matters and specific rate cases? 

A. That le right, sir. 

Q. And I believe you appeared before 
Royal Commissions? 

A. yes. 

Q. ‘And assisted in the preparation of 
material which has been presented before other Royal 
Commissions than this present bak 

A. That is right. 

Q. Did you appear before the recent Royal 
Commission on the Coastal Trade? 

A. Yes. 

Q@. And I believe also,} Mr. MeCoy, you 
have had occasion to lecture to traffic groups 
interested in transportation ane otter traffic matters? 

A. Yes, I have addressed the Delta Nu 
Alpha transportation fraternity, both at St. Louis 
and Tulsa, Oklahoma. 

Q. I understand that you have appeared 
for a number of years as a principal lecturer oy 
transportation and traffic matters before the Staff 
College operated by the Canadian National at Bishop's 


‘University each summer? 
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A. Yes, on five occasions; on one 
occasion, I am happy to say, you were the President 
of the class. 

Q. Well, Mr. McCoy, I understand that 
you had prepared or you prepared yourself or had 
prepared under your direction a precis of evidence 
which has been submitted to the Board, and for the 
parties who are interested in this inquiry it is 
headed, "A Memorandum in Respect of (a) Statutory 
and Related Grain Rates in relation to the Freight 
Rate Structure. (b) Level of Rates for the Movement 
of Export Grain in Western Canada which would be 
Just and Reasonable and Reasons therefore," ? 

A. weg othe precis of evidence was prepared 
under my attecvie 

Q. Are you satisfied, Mr. McCoy, that 
the information given in that precis is correct and 
represents a fair statement of the matters contained 
therein? 

AS Yes, I am. 

MR. MACDOUGALL: Mr. Chairman, I would like 
to file with the Commission a copy of Mr. McCoy's 
precise of evidence as an exhibit. 

MR. COOPER: It will be Exhibit No. 79. 

-~-~- EXHIBIT NO. 79: Precis of evidence in support 
of statutory and related grain 
rates in relation to the freight 
rate structure. 

MR. MACDOUGALL: I have some extra copies 
here for anyone who hasn't gotten one in, the general 


distribution. 
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Now, I say for the purposes of the record 
that we might mark the statements that are attached 
to Exhibit 79 in the same manner as Mr. Bandeen's 
testimony was marked; giving each a sub letter, 

A> Bs Gs under the general heading of No. 79. Is 
that suitable? 

MR. COOPER: It would be more convenient, 
perhaps, to just iJeave it as Exhibit 79; the whole 
precis. There are identifications of one sort or 
another on the various statements. 

MR. MACDOUGALL: We have numbered the 
statements attached to Mr. McCoy's testimony for our 
own Seberwat purposes , and we put es ee numbers on 
the pages. | | 

MR, COOPER: If you prefer, Mr. Macdouall, 
we can mark them the way we did with Mr. Bandeen's. 

MR. MACDOUGALL: I would prefer that. Then, 
the statement NT-100, being the first page attached 
to Mr. McCoy's precis, being of seven pages, will be 
marked as exhibit No. 79-A. 

---EXHIBIT NO. 79-A: Statement NT-100. 

MR. MACDOUGALL: Statement 101, NT-101, being 
all of three pages, will be marked as Exhibit 79-B. 
~-- EXHIBIT NO, 79-B: Statement NT-101. 

MR. MACDOUGALL: Statement NT-102,being of 
two pages, will be marked as Exhibit No. 79-C. 
---EXHIBIT NO. 79-C: Statement NT-102. 

MR. MACDOUGALL: Statement NT-103, being 
of. four pages ; will be Exhibit 79-D. 

-~--EXHIBIT NO. 79-D: Statement NT-103. 
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MR. MACDOUGALL: Statement NT-104, being 
of one page, will be" Exhibit T9-E. 
---EXHIBIT NO, 79-E: . Statement NT-104. 

MR. MACDOUGALL: Statement NT-105, of two 
pages, will be Exhibit 79-F. 

---EXHIBIT NO, 79-F: Statement NT-105. 

| MR. MACDOUGALL: Statement NT-106, consisting 
of two pages, will be Exhibit 79-G. 
~--EXHIBIT NO. 79-G: - Statement NT-106. 

MR. MACDOUGALL: Statement NT-107, the last 
statement of one page, wer be Exhibit No. 79-H. 
| ~-- EXHIBIT HOw 79-H Statement NOT-107. 

MR. MACDOUGALL: Now, the first three pages 
of Mr. McCoy,'s testimony, Mr. Chairman, down to the 
pottom of page 3, with the exception of the last two 
lines of Exhibit 79, deals with the explanation of 
the Board of transport Commissioners'waybill analysis, 
and I have brought some extra copies of the 1958 waybill 
analysis along, but I don't intend to go into the 
detail of it, but if it was of use to the Commission 
we would be glad to file the waybill analysis for 1958 
as an exhibit. This is a generally known document 
to most people, but if it is of any use to the 
Commission. we have extra copies. 

THE CHAIRMAN: I think that we know it. 

MR. MACDOUGALL Q: Now, Mr. McCoy, the 
first three pages of Exhibit 79,as I have said, 
refer to a description of the Board of Transport 
Commissioners! waybill analysis which is prepared 


annually by that body, and I would ask that we have 
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those three pages taken into the record to shorten 
3|| the testimony rather than having Mr. McCoy read it 
4| as his testimony in that respect. It starts with, "In 


5| the year 1949" and it ends with "statutory and related 


6 rates." 

" In the year 1949 the Board of Transport 
Commissioners, in order to assemble carload statistics 

heretofore not available; inaugurated in a series of 

z annual waybill analysis studies. Commencing with the 

10 


year 1949 annual studies have been made with 

il exception of the year 1950. The last analysis covers 
12] the year 1958. This means the Board has published nine 
13|| reports. During the first four years reports were 

14 based on waybills covering carload shipments terminating 


on four calendar days in each year. It was found, 


is 

however, that the sampling results of four calendar 
16 

days did not adequately represent traffic with irregular 
17 | 

flow patterns and the Board in 1954 adopted a continuing 
18 An 


sampling procedure which is now in effect. Under this 

19 procedure the railways participating in the waybill 

20| analysis forward photostat copies of every waybill bearin 
1 the serial number "1" and serial numbers ending in "01". 
wy) This study does not include less-carload freight, 

On Company Service Freight, switching traffic, traffic 


23 
originating or terminating at rail points outside of 
24 
Canada, rail-lake-rail, water-rail and ocean-rail 
25 ! 
traffic. 
26 


The railway companies operating in Canada 
27 participating in the waybill analysis with percentage 
28] of waybills reported for the year 1958 are: 

29 | 


30 
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% OF WAYBILLS REPORTED FOR 
RALLWAYS USE IN WAYBILL ANALYSIS 


Canadian National Railways SL (D> 
Canadian Pacific Railway (including 
Quebec Central and Dominion 


Atlantic Railways) Ay 14 
Algoma Central and Hudson Bay Railway 0.54 
Chesapeake and Ohio Railway 0.56 
Great Northern Railway 0.05 
Naplerville Junction Railway 0.02 
New York Central System 0.66 
Northern Alberta Railway 1.00 
Ontario Northland Railway Lee 
Toronto, Hamilton and Buffalo Railway 0.26 

100. 00% 


It will be observed that 95.89 per cent 
of the waybills reported to the Board for use in the 
waybill analysis were for account of the Canadian 
National Railways and Canadian Pacific Railway. 

Revenues from traffic in the Maritime region 
have been recorded at the rates paid by the shipper, 
excluding the amounts paid to the railways in 
reimbursement for rate reductions made on behalf of 
shippers under the eee of the Maritime Freight 
Rates Act. The revenues from traffic carried between 
Eastern and Western Canada over the "bridge" territory 
(Railway Act - Section 468) in Northern Ontario have 
been adusted to include the total rail revenues.’ The 
railways are reimbursed by the Canadian ho VA tnieatt 
for the amounts of the rate reductions required by 
this Section of the Act. The "bridge" subsidy does 
not apply to grain and grain products, coal, competitive- 
rated traffic or agreed charge traffic (Board's General 
Order No. 833, dated July 3, 1958). 

Coal shipments receiving the benefit of 


Government coal subventions have been recorded at the 
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total freight revenue received by the railways. The 
shipper pays the difference between the total freight 
and the subsidy where applicabile. The railways bill 
the Government for the subsidy amount. The 
administration of the feed grain subsidies does not 
involve railway freight waybills or tariffs. In 

this case the subvention is paid directly to the 
person who pays the freight charges. 

To facilitate examination of the results 
of this one per cent sample, the statistics are 
segregated by type of rate, area distribution, commodity 
or by combinations thereof. The types of rates shown 
are class and commodity, with the latter including 
subdivisions for competitive, non-competitive, 
statutory and agreed charge rates. The area 
distribution is recorded through the use of three 
regions, The Maritime region includes the Provinces 
of Nova Scotia, New Brunswick, Prince Edward Island, 
Newfoundland and that portion of the Province of 
Quebec lying east of Levis and Diamond, Que., south of 
the St. Lawrence River. The Eastern region extends 
westward to Port Arthur and Armstrong, Ontario, from 
Levis, Diamond and Boundary, Quebec. The Western 
region odtatets of all lines west of Port Arthur and 
Armstrong, excluding the Yukon. 

The segregation of statistics by commodity 
is done by separating all carload traffic into five 
main groups; products of agriculture; animals and 
products; products of mines; products of forests; 


and manufactures and miscellaneous. The commodity 
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grouping is found in Appendix I of Board's Order 90342, 
dated December 3, 1956 (Canadian Freight Commodity 
Statistics Classification). Each main group is further 
subdivided to allow separate tabulation of statistics 
pertaining to individual commodities moving in volume 
and for the grouping of the statistics of related 
commodities which individually do not move in volume 
sufficient to warrant segregation. 

Within the limits of these divisions, the 
tables inthe waybill analysis reports record the 
number of carloads along with corresponding revenues; 
weight; ton-miles; average revenue per ton-mile; 
average haul per ton; car miles and average revenue 
per car mile. 

From these analyses it is possible to 
extract basic figures which indicate the amount of 
traffic handled under each of the different categories, 
that is, traffic moving under class rates, normal 
commodity rates, competitive rates, agreed charge 
rates, statutory and related rates. 

Q. Mr. McCoy, in that portion of your 
testimony which is shown on the top of page 2 of 
Exhibit 79 there is a table there; would you please 
comment on the number of waybills reported by the | 
two large systems, Canadian National and Canadian 
Pacific, as they relate to all of the waybills reported 
to the Board each year from which this analysis 
is prepared. 

Q. The Canadian National in 1958 reported 


51.75 per cent of the waybills used in the analysis 
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and the Canadian Pacific - including the Quebec 
Central and the Dominion Atlantic - reported 44.14 
per cent. That is, the two major railroads in 
Canada reported 95.89 per cent of all the waybills 
analysis by the Board. 

Q. Now, Mr. McCoy, I understand that 
the amount of revenue which the railway company 
receives from the different segments of its 
traffic varies widely, is that correct? 

A. Yes, that is so, 

Q. Well then, as a traffic officer 
interested in this aspect of the railway's operations, 
how can you measure these various segments of revenue 
to decide whether you are satisfied that each is 
returning its proper contribution to the overall 
revenues? 

A. The relative merit of the revenues 
earned by different segments of traffic can be 
measured by four different yardsticks, two of 
which are directly available in the waybill analysis 
reports; dane i revenue per ton-mile and revenue per 
car mile. The other two yardsticks which can be 
calculated from statistics in the waybill analysis 
reports are the average amount of revenue per ton and 
the average amount of revenue per carload. Unless 
they are properly related to the length of haul, they 
should not be used for general comparison purposes. 
The average revenue per car mile which takes into 
account the length of haul does not indicate directly 


the weight of the payload carried. Only the revenue 
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per ton-mile reflects the relationship of revenue 
earned to length of haul and weight. Furthermore, 
the revenue per ton-mile yardstick is free from the 
complications that arise when comparison is made 

of the revenue results of competing modes of 
transportation or of rolling stock with different 
physical load capacity. For instance, the comparison 
of the revenue results of dry traffic moving in 
120,000 pound capacity box cars against, say, those 
of gasoline moving in full tank-car capacity 64,000 
pound shipments could not be adequately made solely 
on the basis of revenue per car mile statistics. In 
other words, of all these four yardsticks, only the 


revenue per ton-mile has the common denominator quality 


of describing the relative merit of revenue results 
without aust to the mode of transport or to the 
physical capacity characteristics of rolling stock. 
Q. In speaking of this factor of revenue 
per ton mile, as you just have, would you be so good 
as to refer to paragraph 34 of the joint submission 
of the Canadian National and Canadian Pacific, which 
was filed as Exhibit 45, wherein this included a 
table, and give us your comment on that table. 
A. The purpose. of this takle is ‘to 
illustrate that the average revenue per ton-mile 
has risen during this period for all traffic 
excepting the agreed charge and the statutory and 
related rated traffic. “The seeming decrease in 
the revenue per ton-mile of the agreed charge traffic 


can be accounted for by the substantial increase in 
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its average length of haul, the greater variety of 
commodities covered by agreed charges and also by the 
necessity of meeting market competition from foreign 


sources, particularly on the west coast. 


(Page 3022 follows) 
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In all rail rate scales the rates for 


different lengths of haul are not uniformly increased. 
The scales taper in favour of longer hauls, thus 
reflecting the distribution of relatively high ter- 
minal costs over longer distances and minimizing 
transportation charges on long haul movement. 

Consequently, then average revenues per 
ton-mile are examined, they must be considered along wit 
lengths of haul. 

Q. Now, Mr. McCoy, are you referring to 
paragraph 34 of the joint submission of the two railways, 
Exhibit 45, the heading there entitled: "Average Length 
of Haul (miles)" for each type of traffic. Would 
you please explain the use of this term? 

A. The average length of haul (miles) 
used in that table is calculated by dividing the car 
“miles produced by all’ the traffic in the group by the 
number of cars in the group. The Be Be length of 
haul can also be calculated from correspo nding ton- 
miles statistics. The results describe the amount 
of transportation without regard to the car mileage 
required. Such average length of haul statistics 
are shown in the Waybill Analysis reports. The 
revenue per ton mile information with corresponding 
average length of haul in terms of the commodity move- 
ments as reported in the Waybill Analysis reports are 
as shown in Statement NT102, which has been filed as 
Exhibit No. 79-C, I think. 

Q. Now, Mr. McCoy, would you please then 


compare the length of haul used in your Statement, which 
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is Exhibit 79-C, which you have just spoken of, and 
that shown in paragraph 34 of the Joint Submission? — 
I notice that in Exhibit 79-C you have "Average haul 
per ton", and in the paragraph 34 of the Joint Sub- 
mission it is “Average length of haul (miles)"? 

A. A comparison of these two tables shows 
the differences reflecting the effect of using differ- 
ent bases for calculating length of haul. However, 
the revenue relationships are not disturbed and both 
tables show that the traffic moving at statutory and 
related rates has not assumed any share of the in- 
creased costs since 1949. Its revenue per ton mile 
has ade increased during the last ten years, while 
that of the other traffic has borne substantial in- 
creases. 

This is substantiated in the following table 
which shows the length of haul per ton and average 
Sa ceane per ton mile for all traffic excluding grain 
and grain products moving in Western Canada to export 
positions during the years 1951 to 1958, as calculated 
from statistics in Waybill Analysis reports, along 
with corresponding statistics for the grain and grain 
products traffic. 

Q. Thereafter, Mr. McCoy, follows a table 
on page 6 of Exhibit 79, which I would ask, Mr. Chairman 
to be taken into the record at this point. 

THE CHAIRMAN: Very well. 

MR, MACDOUGALL: Page 6. 
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All Traffic Excluding 
Grain & Grain Products. 


Grain and Grain Produtts 


Average hc kangen Average 
ch Haul Revenue per Haul Revenue per 
ear p t Ton-Mil ~Mi 
er pr on e per ESR Ton-Mil 
1951 
(January, 342 1.60 758 
April & 
July ) 
1951 
(October) 284 1.62 770 
1952 312 1.86 888 
1953 297 2.20 867 
1954 312 2.01 805 
1955 
March 1 to 
Dec. 31) 330 1.83 799 
1956 340 1.96 869 
1957 350 2.09 859 
“1958 341 2.09 852 


MR. MACDOUGALL: Q. Now, Mr. McCoy, in 
respect to that table that I have just spoken of, would 
you care to make anyu comments in respect of it? 

A. The table does, not list 1949 results 
as the Waybill Analysis of that year did not segregate th 
statistics for traffic moving at statutory and related 
rates. This makes it impossible for us to calculate 
for that year the average revenue per ton-mile for 
all traffic excluding the grain and grain products 
traffic. : | 

| It is interesting to note that while the 
average lengths of haul have not changed materially over 
the years; the revenue per ton-mile relationship of 


the grain and non-grain traffic has changed from a ratio 
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of one to three to one to four, thus reflecting the 
failure on the part of the grain traffic to absorb ine 
creased operating costs. 

Q. Where, Mr. McCoy, in that table do you 
See these figures which substantiate that last part of 
your testimony in the change of ratio from one to three 
to one to four? | | 

| A. Well, sir, in the year 1951 allctraffic, 
exeluding grain and grain produets, was Leb cents, and 
in the column at the extreme right 46 490353 cents, 
that 1s about one-third. 
‘é Q. That is the column for grain and 
grain products? 

ae Yes; and in 1958 the revenue per ton- 
mile is 2.09 cents for all traffic exe¢luding grain and 
grain products, as compared with the 1.6 cents I have 
mentioned. Now, the grain products, the revenue per 
ton mile is 50; in other words, about one-quarter 
of ‘the 2.09 cents revenue. , 

Q. Also, Mr. McCoy, in that table I notice 
for the year 1953 that the revenue per ton-mile for 
all traffic excluding grain and grain products seema 
to have taken a substantial imépeasectraa 1.86 in 1952 
to 2.20 cents in 1953. Is there any explanation for 
that? 

A. Yes. The average revenue per ton-mile 
for the traffic excluding grain and grain products for 
the year 1953 rose substantially over thet of 19&2, 
following the two general freight rate thevaxaex 


authorized by the Board of Transport Commissioners 
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effective January 1st and maieh 16th, 1953. During 
the last five. years the railways have encountered in- 
cbbasde competition and had to establish more competitive 
rates whiten have depressed the average revenues per sata 
mile er the level attained Su 1953. However, the | 
1958 average revenue of 2.09¢ per ton-mile of all traffic, 
excluding grain and grain products moving. in Western 
Canada to export positions, is 30 per cent greater 
than that of 1951 while the average revenue per ton- 
mile earned in the handling of this grain and grain 
products traffic has not changed. However, as the 
statutory and related rates are kept at a constant level 
and as increased competition necessitates the estab- 
lishment of many additional competitive rates, the 
railways find it difficult to improve their overall 
average roy Tine per ton-mile without attempting to 
place on the non-competitive traffie the burden of 
increased operating costs. 
: MR. MACDOUGALL: At this point, Mr. Chairman, 

in the precis there is reference to page 33 of the 
hist Submission. | 

THE CHAIRMAN: Tine shia Mee record already. 

MR, MACDOUGALL: Yes, the — eétemarice being 
made to the freight rates case in 1956, 76 C.R.T.C. 53 
at page 91. | | | , 

Q. Mr. McCoy, looking at your statement 
NT-102, Exhibit Ys -C, it shows the averses revenue per 
ton-mile eid corresponding length of haul of commodity 
movements reported in nine Waybill Analysis reports 
by rate category, and it indicates that the average 
‘length: per ton-mile has risen during the period ~1949 
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to 1958 for all traffic except agreed charges and 
statutory and related traffic. Would you please tell 
the Commission if you are aware of the reason for this 
seeming decrease in the average length pat bonmile for 
agreed charge traffic as shown in that statement which 
you will eke under "Agreed Charges" has increased 
from 94 to 348, whereas the revenue per ton-mile has 
decreased from 3.20 to 2.47? 

A. Well, as I said earlier, in respect 
to the table in paragraph 34 of the Joint Submission, 
whith is Exhibit 45, the seeming decrease in the 
revenue per ton-mile for the Agreed Charge traffic 
can be accounted for by (1) the substantial Snerease 
in average length of haul, which is shown clearly on 
Statement NT-102; and (2) the cian par variety of 
commodities covered by Agreed Charges in 1958 as 
compared with earlier years; also (3) by the necessity 
of meeting market competition peat foreign sources, 
particularly on Chava bineoash: | 

| Q. The factor of increased average length 
of haul which you speak of as the first of these three 
factors ig explained by this Exhibit 79-C, but do you 
have any other factors? 

A. Yes. The greater variety of commo- 
dities eres by Agreed Charges is explained in 
Se chicuiint 79-A. This statement, you will obearses 
shows that there were 17 commodity items covered by 
Agreed Charges as of December 31st, 1949, whereas 
there were 362 commodity items covered by Agreed 


Charges at the end of 1958. 
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Q. That is the Statement NT-100, now 
Exhibit 79-A, that you have referred to? 

A. Yes. Then if you will look at 
Statement NT-101, which is now Exhibit 79-B, you will 
see Commodities, their origins and destinations, 
covered by Agreed Charges in effect at the end of 1958 
and entered into because of market competition from 
foreign sources. Therefore these two statements, 
-NT-100 and NT-101, support the statement NT-102, in 
respect of the reasons for the decrease in the revenue 
per ton-mile on Agreed Charge traffic over the period 
1949 to 1958. 

Q. Is there anything you wish to add in 
respect to that aspect of Exhibit 79-C, Mr. McCoy? 

A, No, sir, no further comments én ‘that. 

Q. In respect to the first part of 
your testimony set out in your precis of evidence, 
Exhibit 79, that is the first eight pages, is there 
anything further you wish to comment on or tell the 
Commission about? 

A. No, sir, not at this point. 

Q. Then if you will turn to the second 
portion of your precis of evidence in Exhibit 79, which 
deals with the level of rates for the movement of 
export grain in Western Canada which would be just and 
reasonable and reasons therefor, I see that there you 
refer to Statement NT-103, which is dod Exhibit 79-D. 
Could you tell us what that statement shows? 

A. Exhibit 79-D, entitled "Statement 
Showing Production in the Years 1953 to 1957 inclusive, 
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of grain in Manitoba, Saskatchewan and Alberta-British 
Columbia and amounts handled by the Canadian National, 
Canadian Pacific and Northern Alberta Railways for the 
crop years 1953-1954 to 1957-1958 inclusive", has been 
prepared to show the extent of the participation of the 
Canadian National, Canadian Pacific and Northern Alberta 
Railways in the transportation of the major grain crops 
in Western Canada, namely, wheat, oats, barley, rye 
and flaxseed. 
It is evident from the figures shown that 
in some crop years, notably 1956-1957, there was ; 
apparently a considerable carryover of grain which would 
be reflected in rail handlings. For example, in that 
crop year only 44.4 per cent of the production was 
handled by rail. The percentage figure I have just 
mentioned is found on line 12, page 4 of the exhibit. 
Q. Under the column on the right-hand 

side entitled "Total Rail Handlings, % of Production"? 
4 A. That is correct. 

Q. Now, Mr. McCoy --- 

THE CHAIRMAN: Does, this apply to all grain 


moved, domestid:and otherwise, or only that moved on 


, statutory rates? 


THE WITNESS: It is my understanding, sir, 
that it covers the entire movement. 

THE CHAIRMAN: Domestic and --- 

THE WITNESS: Domestic and to export posi- 
tions. Of course, you will appreciate that the greater 
percentage of the traffic would be for export. 

MR. MACDOUGALL: QQ. Mr. McCoy, perhaps 
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you would be good enough to look at page 44 of the 
exhibit. At the bottom of the page there is a note 
there. Perhaps you could speak to that, if you please? 

A. The note reads: "Production figures 
represent gross production estimates by Dominion Bureau 
of Statistics for a-calendar year. Handling figures 
by railways represent shipments seer Ap in a crop year, 
i.e. August lst to July 31st, from Western Country 
Elevators", and the source of the information is Grain 
Trade of Canada -- Agriculture Division -- Crops Section 
of Dominion Bureau of Statistics. 

Q. Page | of this Exhibit, Mr. McCoy, is 
a summary of the other three pagess is that right? 

A. Yes. That is the total for the three 
provinces added together, or the four provinces added 
together. 

Q. And it shows the total production? 

A. On the third column from the left, that 
is right. 

Q. And the handlings by the three railways 
are similarly set out for each year by bushel and the 
total on the right-hand side? 

A. Yes. Perhaps I should further state 
that the exhibit does not include grain from Canadian 
Government interior semi-public elevators located at 
Lethbridge, Edmonton, Calgary, Moose Jaw and Saskatoon, 
grain loaded over platforms, shipments of Canadian and 
U.S. poeta at private terminalis and mill elevators in 
Western Bean Nor does it contain shipments of 


Canadian grain from semi-public terminal elevator at 
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North Transcona. 

Q. Would these shipments from these ‘points 
which you have spoken of be a large or small portion of 
the total handlings? | 
A. No, sir, it would be only a very small 
portion of the total. To illustrate, in the crop year 
1957-1958 it only approximated about eleven million 
bushels of wheat, oats, barley, rye and flaxseed. 

In fact, the wheat movement was only 6,101,000 bushels 


in the crop year mentioned. 
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Q. Am I correct, Mr. McCoy, that this 
information is tendered for general information, or have 
you’ some particular reason that you wish to --- 

A. It is a wat The of general information, 
sir. | | | 

Q. Now, Mr. McCoy, have you anything fur- 
ther you wish to sing with respect to Exhibit 79-D? 

A, No, sir. I think that covers the story 
as far as we are concerned at this time. 

Q. Well, then, sir, would you refer’ to 
your next statement in your predis, NT-104, which is 
Exhibit 79-E? 

A. This exhibit was prepared to indicate 
the extent of general, increases that have been nc tetaed 
since 1927 in the rates on grain moving within Western 
United: States. It shows the effective date in each 
case and the amount of the increase, also the reference 
to Interstate Commerce Commission reports in each case. 
It will be observed that the cumulative increase shown 
at the metveteor the page is 106.6 per cent. 

Q. And that applted to the rates on grain 
in western United States sibs Gane ae 1927? 

A, Yes, sir, to points such as Duluth and 
Seattle. | 

Q. Phat, I take it, also, Mr. McCoy, 
is given for general information as to the situation 
in the bordering states of the United States? 

A. Yes, sir. 

Q. Perhaps in that regard, Mr. McCoy, you 


would just read for the record the note at the bottom of 
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Exhibit 79-E? 

A. The statement does not show particulars 
of compensating adjustments which took place between 
1927 and March 27, 1938. These adjustments were not 
of general application but of specific nature. 

However, the changes cancelled out each other, 
and thus prompt the use of this table for comparative 
purposes. 

To further elaborate the note, it is my 
recollection that as a result of the Oakes-Smith 
resolution of the United States proceedings dealing 
with grain rates in the western United States were 
covered by Icc docket 17,000, Part 7. 

Q. What is the number again, Mr. McCoy? 

A. Docket 17,000, Part 7. 

Q. Now, Mr. McCoy, can you give us any 
information as to the relationship between the Crows 
Nest grain rates andthe applicable class rates on grain? 

As At the time, rates on grain and grain 
products were established, on September 1, 1899, on 
the Crows Nest level in compliance with the provisions 
of the Crows Nest agreement, these commodities were 
rated 8th Class in the Canadian Freight Rates Classi- 
fication and remained on this rating until March 1, 
1955. On the latter date, a uniform scale of 
Class Rates and a new Canadian Classification became 
operative, authorized by the Board of Transport 
Commissioners under its Order No. 83242, dated March 1, 
1954, and Order No. 85386, dated January 19, 1955. 

Grain and its products were rated in the new: Canadian 


Freight Rate Classification at column 30 or 30 per 
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cent of column 100, which is the equivalent: of ‘the 
previous rating of 8th Class. 

| On September 1, 1899, the Crows Nest level 
of commodity rates to Fort William reflected approxi- 
mately 4O per cent of the 8th Class rene mileage 
Class rates. When the statutory rates on grain 
became whois: operative on September 12, 1927, the 
relationship of the commodity rates to the 8th class 
rates dropped from approximately 40 per cent in 1899 
to approximately 32 percent. This changed situation 
resulted from the implementation of various adjustments 
in the class rate structure between September 1, 1914, 
(Western Rates Case -- General Order 125, dated May 30, 
1914-17, C.R.C. 123) and December 1, 1921 (General Order 
No. 350, dated November 24, 1921 -- 11 Z.0.R. & R. 
255), which brought pet an overall imomease a the. 
general level of class rates, while the level of the 
commodity rates on grain moving to export positions 
on September 12, 1927, remained at the 1899 level or 
‘lower. | 

The July 31, 1959 relationship of the 
Crows Nest grain rates to the applicable Class 30 (or 
8th Class) rates to Fort William, Ontario, ranged from 
12.6 per cent at Edmonton, Alberta, to 15.6 per cent 
at Winnipeg, Manitoba. . : 
Q. That Edmonton rate is a paper -rate, 
Mr. McCoy, uF suppose? 
| | A. Well, whe sorry, I cannot answer that 


right BPMs but af) Tbe is a Paper rate, I epee under- 
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stand why the Alberta Wheat Pool owns or bought the 
Manitoba Pool Elevator No. 9, known as Union. It 

is still operated by the Manitoba Pool at Port Arthur. 
You maybe know more about that. 

Q. Oh, no; You would know all about it. 

A. Ho 5: 4b don't know all about it. 

Q. I thought the western grain moved to 
the west coast? 
| A. I'm afraid that is not altogether cor- 
rect. | | 

Q. If anything maves on it it is not a. pape 
rate -- 4f anything moves on it at all? 

AG No, sir, it is not :. 

Perhaps, Mr. Frawley, the bulk of the grain 
which moves to Port Arthur may not necessarily be for 
export overseas. The bulk may be for movement west. 

I don't know about that. 

| Q. Now, Mr..McCoy, perhaps you would direct 
your attention-tbo Statement NT-105, which is Exhibit 79-F 
which is headed, "Statement showing statutory and | 
class rate relationship on grain.and grain products 
at various origins to Fort William, Ontario." 

Would you wieaup explain the purpose of this 

statement, Mr. McCoy? | 

| AL This statement was prepared to show 
the relationship of the, present. statutory rates and 
standard mileage class rates in effect on September 
12, 1927; and the class rates applicable on July 31, 
1959 to Fort William, Ontario, from various origins. 


It will be noted in column B various 
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“ ANGUS. STONEHOUSE & CO. LTD. McCoy, dir 3036 
| (Macdouga11 ) 


representative origins are shown. Column C shows 
the 8th class standard mileage rate in effect on 
September 125) 1927. Column D shows similar informatio 


for each origin on the basis of Class 30, as in effect 


‘on July 31st, 1959. 


( 


Q. Well, Mr. MeCoy, what is the purpose 
or the significance of the dates, July 31, 1959, 
column G? 

A. Following July 31st, 1959, the special 
$20 million subsidy was put into effect, and thus the 
rates in effect on that date are the basis on which 
the rad way! s revenue is determined. 

Q. a see. Perhaps I interrupted you, 
You had explained, I think, the column D. Will you 
go on and explain the rest of tha exhibits Mr. McCoy? 

A. Column A shows statutory grain 
rates for the irik. origins. In columns F and G 
are general shidetete atin of calculations showing ‘percentages 
Which the statutory rate is of the 8th class standard 
mileage rate in effect September 12, 1927, and also. 
the Class 30 rate in effect July 31, 1959. 

Column H ‘tyeicivee. cae rate which would be in 
effect if the 1927 percentage ratio were applied to 
current Gass rates. As an example, taking line 4 
for the short line rail distance of 419.1 miles; the 
statutory rate to Fort William is 14 cents per 100 
pounds. Percentage ratio to that rate to" September 


12, 1927, 8th Class rate is 31.1 per cent and by 


applying this percentage ratio to the July 31, 1959; 


Class 30 or 8th Class rate of 90 cents, the rate 
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~ ANGUS, STONEHOUSE & CO. LTD. McCoy, dir 3037 
TORONTO, ONTARIO , 3 
(Macdougall) 


becomes 28 cents per 100 pounds, or an increase of 100 
per cent over the present statutory rate. | 
On page 2 of the dxateres Edmonton, Alberta 

appears on line 30 at mileage 1227.3. ci percentage 
the jaateks statutory rate of 26 cents pears to the. 1927 
8th Class rate is 32.1 per cent. The application of 
this latter percentage ratio to the July 3g 1959, class 
30 rate results in a rate of 66 cents per 100 pounds, 

or an increase of 153.8 per cent over the present 
statutory rate. 

Column "I" shows the percentage relationship 
of the rates in Colum H to the statutory rates in. 
Column E. It will be noted that they vary from 
100 percent for the short hauls to in excess of 150 
per cent for the longer hauls, with intermediate hauls 
showing fairly consistent upward progression. 

Q. Mr. McCoy, Mr. Frawley pas pointed 
out those places in Alberta, such as Edmonton: and 
Evansburg and ie are a considerable distance from 
Fort William, and I suppose it is fair to assume that 
some, if not the bulk of the grain exported, would go 
to the west coast, rather than’ to Fort William? : 

A. 1 think that ‘is right. As a MAGSEr . 
or, fact .~L understand the dividing line is | somewhere” 
between the Alberta-Saskatchewan border, ¢ on export 
traffic.’ — 2 

of eee. the Canadian eens does not 
go into Swift Current, so I shouldn't say that. 

THE CHAIRMAN: But,-a line north from there? 

THE WITNESS: Yes. ‘$i , 
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TORONTO, ONTARIO McCoy, dir 3038 
(Macdougall) | 


WR. MACDOUGALL: Q. In any event, Mr. 
McCoy, your purpose in submitting this exhibit is to 
| show the calculations contained therein and the per- 
centage factor which would result from it, which is in 
your last column? 
| A. hell ot sir. 

Q. What about the Regina rate of line 20? 
Would you care to comment on that one? 

Perhaps you could just give us the result of th 
‘similar calculation in Regina? 

vA Well, at Regina, the percentage of the 
statutory rate on September 12, 1927, was Sine July 
31, it was 14 per cent. Now, if the 1927 percentage 
ratio were applied to the current Class watiéis the 
rate would be 45 cents or an increase of 125 per cent 


over the present statutory rate of 20 cents. 
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ANGUS, STONEHOUSE & CO. LTD. McCoy, in ch. 3029 
Spe er he (Macdougall ) 


Q. Well, Mr. McCoy, have you anything 
further that you wish: to say with respect to the 
relationship between statutory and applicable class 
rates? | 

Ae Yes; as I previously mentioned the 
commodity rates in effect in 1899 reflected 
approximately forty per cent of the then applicable 
8th class and of the mileage rates, and this 
relationship could be used as a basis for the 
construction of a proposed level ef rate at this 
time. 

However, in view of the fact that the 
present erekcr bed level of the statutory nace 
was not operative from all points of shipment, both 
eaubeuad and westbound, until September 12, 1927, 
it is considered their relationship to the 8th class 
and the a iieawe rates prevailing at that time is 
more realistic as a measure of reasonableness 
than reverting to the 1899 pene atukae relationship. 
This position is supported by the fact that the 
changes directed by Parliament in 1925 : e eRe 
Railway Act ~ now R.S.C. 1952, Chapter 234, Section 
328(6) -- amd additional adjustments subsequently 
ordered in 1927 by the Board of Transport Commissions 
by General Order 448, dated August 26, 1927, were all 
in effect. 

Q. What would be the effect of an 
adjustment in these class rates that is shown in 
column H of Exhibit 79-F? 

A Well, this method of rate adjustment, 
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~ ANGUS, STONEHOUSE & CO. LTD. McCoy, in ch. 3040 
TORONTO, ONTARIO (Macdougall) 


if followed to a conclusion, would seriously distort. 
the existing rate pattern, and it is our view that, 
as the geographical centre of the erain-producinz 
area now lies in Saskatchewan, an accceptable fee 
rate could be the Regina-Soo-Fort William commodity 
rate, presently 20 danvatder 100 lbs., for a haul 
via the Canadian National Railways of 791 miles, 
which is close to the average haul of this traffic 
to the Lakehead of 814 miles in 1958. 

The distance of 814 miles mentioned in 
paragraph 9, page 4 of the Canadian National brief--- 

Q. This brief of Canadian National is, 

I believe, Exhibit 46? 

A. Yes, Exhibit 46. 

The difference of 814 miles mentioned there 
is the average haul in 1958 on grain to the Lakehead. 
The average hauls in 1958 on grain and grain products 
to the Lakehead, as well as to other export positions 


are as follows: 


Miles 
Lakehead 8e4 
Armstrong, Ont. 837 
Churchill, Man. 920 
Vancouver, B.C. 1021 
New Westminster, B.C. 991 
Victoria, B.C. L110 
Prince Rupert ,B.C. 1044 
Average Haul 
Total Traffic 885 


On Exhibit 79-F --- 
THE CHAIRMAN: I wonder if we had better 
adjourn until tomorrow? 


MR. MACDOUGALL: Perhaps he might read 
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another six lines and he will have completed his 
answer to the question. 

THE CHAIRMAN: Yes. 

THE WITNESS: On Exhibit 79-F Regina 
appears at mileage 790.1, which is the distance via 
Canadian National Railways from Regina to Fort 
William. The present rate from Regina is 20 cents 
per 100 lbs., or 31.7 per cent of the September 12, 
1927, 8th class rate. Applying this Bere eRe eeetee 
the July 31, 1959, column 30 rate would produce a 
rate of 45 cents, or 125 per cent; over the present 
statutory rate. 

This, of course, is confirmed in line 20, 
page 2 of the exhibit. 

Q. That is the point I asked you about 
eeriier. 

A. That is correct. 

THE CHAIRMAN: We will adjourn until 10:00 


o'clock tomorrow morning. 


---Whereupon the hearing adjourned at 4:05 p.m. 
to resumt at 10:00 a.m., Tuesday, January 19th, 1960. 
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ERRATA 
Page Line 
3082 23 Change "responsibilities" 
to "expenses". 
3083 8 Change "freight" 
| to "rate" 
3096 ° his ak pe "one" 
o "some 
3099 18 Change "corroboration" 
to "collaboration" 
22 Change "corroboration" 
to "collaboration" 
3102 is Change "the right of selling" 
to "put our ceiling” 
3144 28 Change "international power" 
to "instrument of national policy" 
3145 4 Change "Mauro" 
o "McCoy 
14 Change "hold" 
to “work 
3149 27 gga "185" 
5! 
3152 25 change, "597 vt * 
° 
28 Change "Rosebud" 
to "Rouses Point" 
3153 6 Change "mines" 
to "lines" 
22 Change "lovely" 
to "public" ~ 
3154 5 Change "Fort Edward" 
| to "Point Edward" 
3165 26 After "receiver" 
change "unloaded" to "loaded" 
3176 14 Change "competitive" 
to "captive" 
3185 13 Change Beis” 
to "54-55" 
Change “or the" 
to "there are" 
14 After figures 582,754, 


delete semicolon {; 
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Page Line 
3114 7 Change "on" 
to "or" 
3120 gf Change "line" 
| to mile" : 
3123 a Change "4,9" © 
to ",49"; 
Change HA .O3" 
to , t e535." 
3124 11 Change "rate" 
to "revenue" 
3132 2) Change "out" 
to "about" 
3134 10 Change "series" 
. to "Sections" 
3143 16 Delete “when we look" 
insert "we are looking" 
a's Change "report" 
. to "rates" 
3144 4 After "Western" 
insert "U.S." 
Change "Canadian Cities" 
to "Kansas City" 
5 Change "Ganadian" 
to "gulf" 
T Change "thank you" 
to "doubt" 
8 Change "from places" 
to “through ports" 
3152 26 Change "newspaper" 
_ to "news print" 
ee 
27 After "three" 
insert "paper" 
3154 ae After "through" 
insert "rates" 
3155 10 Change "and of" 
to “other than" 
3156 5 Between "average" and "class" 


insert "haul on"; 


\ 
Ghange "rate" 
to "rated traffic" 
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Page Line 
3156 7 Change "a difference" 
to "the difference" 
10 Change "work" 
to "haul" 
12 Change "on" to "of" 
14 After "related" insert "rates"; 


After "Class" insert "rates" 


3163 23 Change "competitional" 
to "competitive conditions" 


After "and we try to change" 


and "with" 

3166 6 Change "rates" to "cost" 

3172 | 8 Change "be" to "include" 

3175 a) Change "the" to \"to" 

o7 After "domestic" insert "and" 

After "export" add "to Fort 
William" 

3176 19 Change "mentioned the" to "many" 


Change "rate" to "rates" 


3189 19 Change "33" to "30" 

26 Change "33" to "30" 
3191 us Change "group" to "rule" 
3210 13 Change "56" ta "36" 


3372 16 "Likely" should be "definitely" 
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Line — 
18 


and 15 


' 7th last 
line 


Change "Frawley" 
to "Bell" 


"Settlement" 
should be "Supplement" 


"Brief" : 
should be veyeoen 


Eliminate words "over the use 
and substitute "east of" 


Hat" 


should be "on" 


"comparative" 
should be "competitive" 


"Altoona" | 
should be "Altona" 
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Change "Edmonton" 
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Change "truck" 
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Change "for" 
to "from" 


Delete "wheat" 
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Change "prepared". 
to "Increased" 
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Insert after "wheat"; "if we had" 
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Ottawa, Ontario, 
Tuesday, é 
January 19, 1960 


---On commencing at 10.00 a.m. 


THE CHAIRMAN: All right, gentlemen, will 
you come to order, please? 

Yes, Mr. ene 

MR. FRAWLEY: Before the cross-examination 
of Mr. McCoy proceeds, Mr. Chairman, I would like to 
speak to the motion which is in my name and Mr .Mauro's 
aaue. 

I first of all want to say that we spurensate 
your standing tn over aan yesterday until today to 
suit our convenience. | 

a want to say no more at the moment than 
Go indicate what the nature of the motion is and to ask 
for a gated be fixed for the hearing of it and for 
the nearing of evidence to support it. | 

This is a motion which arises out of the 
conference which we had with the railways last week, 

and at that time we put certain acne to the rail- 
ways and they were declined. We thought -- that is 
by-the-by now -- but we thought that we could possibly 

appear informally at the Commission with railway counsel 
and state our position at that time. However, the 
Commission directed that we should be more formal about 

at. : 

THE CHAIRMAN: There are two sides to it that 
Should be a aan ‘ 


MR. FRAWLEY : That is right. What I am 


rf etetoonaaes suet ~. hsarat Ot | ce cfs hs tae . 


+ atid Themom CAt G8 emom Ot Yen at Foaw ba “ovo sa 
alae ot brie SE mottom, add Yq strdes and snes tint 
_ MO Bis th Yo gabieed “ete ta: boxky od oF edeb oe bi 

i «ait dnote oF sonebitve ‘te getasod’ ‘edd q 


‘edt to. dro aoatis dokcie moldom s at ath? 


: fh 


A I 
nn Ni ay 4a ee 
i 


wisew teal Suael fat ait? dibtw Bax id ho betw: soneTainoo 
“fhe ent ot ateeuper ni.bedre tag ow omkt stadt ta | } 


eh ted’ - ‘gods oW beattoeb oTew yodd hee eva 
wWdsenoq biiuoo ow dei digwond si tua oe wot Cdnotaed , 


Leenwes ysewl ian chew sotes tuted eds 6 vLamrotar weoqas 
onic cTSVOWGH, | omit eat ae ‘entaioe “te bac ween 


< 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 3044 


saying is that I thought we could have gone in informall 
to the Commission at that time. But that is a small 
circumstance. We have served our notice. That has 
merit itself, probably. 

Now, then, we come before the Commission, 
therefore, to request the Commission to direct the fur- 
nishing of the information which the railway declines 
to furnish. 

THE CHAIRMAN : I take it from what you say 
that there will be, of course, the leading of evidence? 

MR. FRAWLEY: Yes. I said I would say very 
little except to ask to fix a time, and perhaps I don't 
have to say anything more. 

THE CHAIRMAN: I think that we would want to 
know what form mat evidence would likely take, and also 
from the railways, whether they will be calling any 
evidence and the time it would take. | 

| MR. FRAWLEY: Yes; the other point is the 
date on which we would tender the evidence, and the 
time that it will take. 

THE CHAIRMAN: Well, Mr. Frawley, might it 
not be better, and save discussion this morning, if 
you and Mr. Sinclair talked this over and discussed 
the time and the number of witnesses and the date and 
spoke to it tomorrow morning? 

MR. FRAWLEY: That is perfectly satisfactory. 

THE CHAIRMAN: © Would that be all right with 
you, Mr. Sinclair? 

MR. SINCLAIR: Yes, Mr. Chairman. But be- 


fore that is done, the motion as it is made -- and I 
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take it, now, officially, in view of my friend's re- 
marks, that it is before the Commission -~- is not at all 
clear to me, and I wonder if my friend would assist by 
telling me what he means when he talks about commodity 
groups? What does he mean by that? 

| MR, FRAWLEY: Well, as a matter of fact, 
there certainly isn't any secret about that. I took 
that language trom the last copy that I have of the 
Icc Burden Study which is Statement 6-58 of November 
1958. There is a later one. 

Ay took the language from the description of 
this document -- from its own description. It is 
described as "Distribution of the railroad revenue 
contribution by commodity groups." Now, if that 
isn't clear to my friend I ses just afraid that I will 
have to ask somebody else. TI am not saying he shouldn' 
have the information . . 

MR. SINCLAIR: I think it would assist. I 
am sure that is what we all want to do. I want to know 
if my eed d by virtue of the remarks he has just made, 
means by “commodity groups” in the motion he makes the 
commodity groups as set up by the Interstate Commerce 
‘Commission? | 

MR, FRAWLEY: Well, Tt would think the Canadia 
freight structure would have such groups. We have our 
own setup. 

MR. MAURO: On this, sinee I have joined with 
Mr. Frawley in this motion, I think it might facilitate 
matters and save the time, possibly, of the Commission, 


if these sort of questions were addressed to the experts 
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that Mr. Frawley and I have approached to advise us in 
this matter. 

We, obviously, are going to try and base this 
on the Canadian situation, but I am very sympathetic 
towards Mr. Sinclair's desire to have placed before the 
Commission just exactly what is intended by this proposed 
cost study, but I suggest also that Mikado Mr. Frawley 
and I are not the people best able to answer eae 
questions such as that, and that they might be dinceved 
to those people whom we will eall in support of our 
motion ahs the date has been fixed. | 

THE CHAIRMAN: I understand from Mr. Mann 
that the Canadian and the American are the same. 

COMMISSIONER MANN: They gee peaty well 
identical. . 

| MR, SINCLAIR: Well, Mr. Chairman, in the 
Icc there are a number of groupings. There is one 
grouping that is called 272 Commodity Groups. I take 
it from what my friend Mr. Frawley said that that is 
not what they want, and that is not what they meant 
by “commodity groups." I also know... 

MR.FRAWLEY: I am in no position to admit 
What my friend aaye at all. 

THE CHAIRMAN: Well, you can see the tangents 
we are getting into in the discussion here. 

I would suggest that on Thursday 
morning you could give us the date, but that you should 
try to iron out what the motion means and what you have 
in mind. | 


MR. FRAWLEY: There is always a great need, 
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for our own sake as well as for the Commission's, to 
make as much haste as possible because of the commit- 
ments of the witnesses. | 

THE CHAIRMAN: I quite realize that, but we 
might not get as much haste by going fast. 

MR. FRAWLEY: I am entirely in accord with 
your suggestion. You suggest that Mr. Mauro and I 
and possibly Mr. Stechisin sit down with Mr. Sinclair? 

THE CHAIRMAN : And possibly with the good 
offices of Mr. Cooper. 

MR. SINCLAIR: Mr. Chairman, I do think that 
my friend could say that, =e al ines going to do 
so we should know. Is he looking for the five major 
commodity groups as set out in the commodity breakdown? 

MR, FRAWLEY: The answer is No, 

MR. SINCLAIR: The answer to that is No? 

MR. FRAWLEY: ## The people who seem ae know tell 
me that; but, frankly ... | 

YR. SINCLAIR: Is it the 264 commodity groups 
that are set out in the breakdown? | 

This, of course, means quite a bit. One is 
five and the other is 25h, 

MR, FRAWLEY: Well, I will discuss all that 
with .. 

THE CHAIRMAN : I would suggest that you try 
to work it out and report back to us. 

MR, SINCLAIR: Very well, then, Mr. Chairman. 

May nO aise another point in the light of this 
motion? I think that we should be told whether this 


motion and the information requested by Mr. Frawley means 
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that it is in lieu of -- and that he has withdrawn -- 
the motion that he spoke to on December 4th before this 
Commission, and which is reported in Volume 10 and, 
in particular, the delineation of that motion -- he 
starts at page 1213 and the delineation of the motion 
is at page 1219? 
THE CHAIRMAN: I don't know whether Mr.Frawley 
is prepared to say EC LOLs time | - ac? 
| MR. FRAWLEY: In fact, I don't think it would 
be fair for me to even possibly compromise my position. 
| We mdde clear our position when we were at the 


informal conference. Commission counsel knows that. 


If our friend means us -- and when he says 
"wr, Frawley" I would like him to add "Mr. Mauro" -- if 


he means us to put an admission on the record which will 
be, perhaps, a trap for us down We road in maybe a 
couple of monthe -- I don't know, that just comes to 

my mind. . : | | 

MR. SINCLAIR: I am sure I have no design, 
or iueta! Atenne to trap anybody. I am only interested 
in trying to find out what Mr. Frawley wants. 

MR. FRAWLEY: It is suggested by the Com- 
mission that it would save time to sit down with you 
and discuss it. 

THE CHAIRMAN: I think, Mr. Frawley, that 
motion of yours, which was not in writing, was supported 
by a letter which was in writing. 

MR. FRAWLEY: That is so. 

THE CHAIRMAN: Are we to assume that this 


motion which you now propose to bring is in place... 
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MR. FRAWLEY: 168, 

THE CHAIRMAN: . . - Of that letter? 

MR. FRAWLEY: Yes, that is exactly right; 

I can go that far. 

While we are discussing those things -- and 
I can be brief about this -- I also asked for another 
Set of data at the informal conference, and that was 
to enable our consultant that we have retained for 
the purpose of working up a submission on the whole 
question of horizontal percentage increases -- we put 
in a request which came from that consultant to the 
informal conference last week; and we put it in in 
the way of wanting a copy of Railway Form A for 
system freight operations for the years 1950 and 1958, 
to segregate costs which are related to length of 
haul from those unrelated to length of haul. Now, 
that was refused, and so, after discussion with 
Commission counsel, it was agreed that I need not go 
the length of the formality of serving a separate 
notice of motion but that if I wrote a letter to my 
friends, Mr. Sinclair and Mr. McDonald, that would 
suffice to put it on record before the Seat at oa and 
I have handed a copy of this letter to Mr. Anderson; 
and, possibly, for the record and for later reference 
I might read that letter into today's transcript. 

I sent identical letters to Mr. Sinclair and 
to Mr. McDonald, except for the obvious substitution of 
. "Canadian Pacific" in one letter and "Canadian National" 
in the other letter. | 


I would read the letter to Mr. Sinclair. 
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It is dated January 18th, 1960, to I. D. 

Sino lair «| Beau Chateau Laurier Hotel, Ottawa, Ontario. 

It reads: 
"Dear Mr. Sinclair: 

| Re: Royal Commission on Transportation 
"At the first opportunity available, I 

propose tO request the Commission to direct that 
the Canadian Pacific Railway furnish me with a 
copy of Rail Form A for system freight opera- 
tions for the years 1950 and 1958 to segregate 
costs which are related to length of haul from 
those unrelaved to length of haul. 

"Mis data is required by my consultant 

and necessary for his analysis of Horizontal 

Percentage increases and the preparation 

of a submission upon that subject to the 

Commission. 

"Yours very truly, 
"3, J. Frawley." 

Copies to Mr. Anderson, Secretary; Royal Commission 
on Transportation. 

micas letter was written to Mr. McDonald, 
and, of course, I referred to Canadian National in the 
“pody of my letter rather than to Canadian Pacific. 

That information having been refused, I would 
like the Commission to direct that that information be 
furnished. | 

Whether or not this matter can be dealt with 
by the people who come to discuss the matter which is 


taken care of in the Notice of Motion, I am not 
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too clear. It is a narrower question. 


I would prefer to have it on a document. My 
consultant tells me that he cannot make any progress 
ay all unless he is able to separate out the on-the-- 
road costs, as he calls them in his correspondence with 
me } and the terminal costs which are sometimes referred 


to as costs relating to length of haul as. against costs 


unrelated to length of haul. 


(Page 3054 follows) 
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2 Now, as to that, sir, I don't propose to 

3 call any witnesses to substantiate the request which 
4 I make, but simply put it to the Commission that my 
5 consultant can't do the work he proposed to do on 


horizontal percentage increases without this 


6 

7 information. Whether it comes in the form of Rail 
Form A or not,I am not primarily and essentially 

8 . 
concerned. 

9 3 


If the segregation of the costs related 
10] to length of haul and those not related to length of 
11|| haul can be segregated out and supplied to the 
12 Commission and my consultant for the preparation of 


13|| @ complete Rail Form A first, I will accept that. 


14 

1s do that, then I think I should say now that I cannot 
pursue it any further and I will leave this question of 

a horizontal percentage increases in which I have had 

u almost a proprietory interest for many years. 

18 I would have to just withdraw somewhat 


19 reluctantly, because I would like to take part in 
20|| what I think will be the final and, I hope, effective 
1 statement on this question, but speaking for myself, 


I would bow out and I would leave this whole question, 


ZZ 
og then, of horizontal percentage increases with the 
Commission, and its staff, and they can take my 
24 
consultant and take it. from there, 
25 | 


On the other hand, if you are concerned with 
26 my preparing it at the expense of the Province of 

27| Alberta, I will be glad to do it, but I can't do it 

28 without this data. 

29 


30 
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we can't give him what he has asked for, Tt 2s 
not available. 

Now, I was happy to know that it was to be 
at his expense, because I take it from that he is 
saying to the vommveh teh and through the Commission 
to the railways that the cost of preparing any data 
for the work that he wants to do will be at the 
expense of Alberta. 

Now, this is a point which we think is 
proper and reasonable; if it is available it takes 
money to produce it and it is not necessary for the 
railways' submissions to the Commission, in our 
opinion, not necessarily for the assistance of the 
Commission, and I can be wrong and Mr. Frawley can 
be right, but we are very glad to see that he has 
taken note of the fact that there are expenses 
involved and he is accepting on behalf of Alberta 
that expense provided there is some method of 
developing this information which he wants. 

THE CHATRMAN: You mean you are taking from 
that the railway's expense, or his own expense? 

MR. SINCLAIR: Of course, that would be 
the normal result as I heard him express it, and in 
view of matters we have discussed at other places 
and at other times because, Mr. Chairman, I am reminded 
of this; in this matter of expense, the railways 
prepared freight classifications and there was a time 
when it used to be given out by the railways for a 
nominal amount. The railways said, "we have a freight 


classification and we are required to do certain things 
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with it, but we are not required to do other things 
with it, so that anybody that wants it will pay for 
it," and while somebody raised their eyebrows because 
the railways have been looked upon as some type of 

an eleemosynary institution by certain of those 
people for sometime, after a while they realized 

what the railways had been putting forward was quite 
a correct point, and what they have been putting 
forth for quite some time, and we never hear anything 
about it any more, they do it as a matter of course, 

I do know when this matter was first 
suggested to my friend, Mr. Frawley, he was . little 
nonplussed when he asked the railways about this 
that it would have to be at the expense of the 
person requesting it, and I am glad to interpret it - 
I think this is the right interpretation - that he 
has seen our position in this regard was eminently 
reasonable, and on that basis we can maybe take a 
look at it. 

THE CHAIRMAN: But the time is of some 
consequence to the Commission and, Mr. Sinclair, how 
long will it take to produce the information 
required? You refer to works, not time, 

MR. SINCLAIR: I say that the way Mr. 
Frawley has put it, it cannot be got; Senuewe short 
and quick as that. Not available. Physically not 
possible of reproduction, 

MR. FRAWLEY: Why all the silly talk I am 
doing for that, then? 


MR. SINCLAIR: Then I said that may be we 
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could work out something else. Now, I don't know; 
may be we could, but to work out something else - 
and if it was available to us, whether we could give 
it to him or not - it would take time, and then 
giving it to him would also take time, and that 
means money, and I was glad to hear what he had to 
say in that regard, and if he wants us to go forward 
in that regard, we will take a look and just drop 
them an account. 

MR. FRAWLEY: Of course --- 

THE CHAIRMAN: I think there is some 
preliminary work that Mr. Sinclair and Mr. Frawley 
can do with Mr. Mauro. 

MR. MAURO: I am not involved in this. 

MR. SINCLAIR: It is Mr. Frawley of and 
by himself. | 

THE CHAIRMAN: Pardon? 

MR, SINCLAIR: Mr. Frawley of and by 
himself. 

MR. DOHERTY: I would like to speak to 
the Commission. Mr. Frawley and Mr. Mauro have 
made a motion for the statement showing the 
distribution of the rail revenue contribution by 
commodity eroups. We in Saskatchewan think it is 
a necessary study, and I would like to associate 
myself with Mr. Mauro and Mr. Frawley in the 
request before the Commission for the information 
requested. 

MR. SINCLAIR: This is the first motion? 

MR. DOHERTY: Yes. Insofar as the 
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second motion of Mr. Frawley's is concerned, for 
the preparation of Form A, and in which Mr. - 
Frawley's experts are making a study of the horizontal 
increases, I wish also to associate myself with 
Mr. Frawley's proposal. However, I have this 
proposed difference - I think Mr. Frawley mentioned 
it - now we think, perhaps, it is a study that should 
be undertaken by the Commission, but apart from that 
the study is necessary and I would like to associate 
myself with Mr. Frawléy's request, but on the basis 
that this be undertaken by the Commission, 

MR, MAURO: Just so that it is clear, in 
dealing with your statement, Mr. Chairman, that 
Mr. Sinclair should not be exposed to both Mr. 
Frawley and I on this particular subject simply 

- because Manitoba has not retained any experts 

specifically on horizontal percentage increases, 
but we are making a submission on it and although 
from our end of it we don't require to the best of 
our knowledge the type of information that Mr. Frawley's 
experts have advised him they se Ser) but we do 
support Mr. Frawley's application and his right to 
request this information and receive it in order 
that he can place this information before you. 

THE CHAIRMAN: I think we have taken up 
enough time of the Commission this morning on this 
so far as the record is concerned, and if Mr. 
Sinclair and Mr.’ Frawley and Mr. Mauro and Mr. 
Doherty now are in the picture as well, we will 


speak to this and Mr. Cooper will be glad to act as 
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a mediator, and if you can report back tomorrow 
morning or Thursday morning, we will try to hear you. 

MR, SINCLAIR: We have spent three days on 
things like this, and I would suggest that Mr. 
Frawley had better just go forward with this, because 
I think it is a waste of time to talk any longer 
because unless he has something specific to ask in 
the light of what we have said about what is 
available, then there is no use us talking at all. 

“THE CHAIRMAN: Well, in any event, Mr. 
Sinclair, I think it is important to know what. has 
been called in support of the motion when it am the 

MR. SINCLAIR: This is the first motion? 

THE CHAIRMAN: Yes. 

MR. SINCLAIR: I am talking about the second 
one. | 

THE CHAIRMAN: I think so far as the second 
motion is concerned we will take it that we have 
the situation in hand, but so far as the first motion 
is concerned we want to know how much time is needed, 
what e vd cae is being called by Mr. Frawley and by 
the railways, and you have made your position clear. 

MR. SINCLAIR: I haven't spoken to the first 
motion at all, sir. 

| THE CHAIRMAN: No, the second. 

MR. SINCLAIR: Yes, but on the first one I 
have a great deal to say about it at the appropriate 
time. 

THE CHAIRMAN: I know it is the second. 

MR, SINCLAIR: The second is the one I have 
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been speaking on. 

THE CHAIRMAN: And speaking of the second, 
Mr. McDonald hasn't said anything, but did I understand 
that the Canadian National ésaian'e under any 
circumstances do the Form A? 

MR, McDONALD: No, we haven't got the 
records, and I understand from what Mr. Frawley said 
this morning it i's the terminal costs there on the 
rate costs, and in our accounts those are not 
sexregated, and we éantt give that. 

MR. FRAWLEY: To elaborate on that to some 
extent, the central idea is the segregation of the 
cost related to the length of Haul from those not 
related to length of haul. That 48! the beginning 
and the end of the infermition which this man wants. 

Now, I sent him a great mass of material, 
everything I herd eek from D,B.5, and the Board 
of Transport Commissioners, everything I could think 
of, and he said, "I am sorry, it is not tnese:” 

In the I,C.C,, of course, it is right there jumping 
right up at $869 and he has done a study in which he 
was able to segregate just precisely that, he was 
able to compare the increase between 1950 and 1958 
in the costs related to length of haul as against 
the increase in those two years of the costs not 
related. | : 

Now, it is there in the I.C.C.; these 
are problems we have had many times before, but it 
does seem to me that we could look at the methodology 


in the I.C.C. which produced the figures ---- 
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THE CHAIRMAN: Do you know what I.C.C. 
material he did use? 

MR, FRAWLEY: Well yes, it is clear he 
referred to certain statements, and I am very sorry, 
I should have had his correspondence here, but I 
have had to take up so much time, but I can give 
you a good resume. I did more than that, I referred 
to Mr. Banks, my consultant in Washington, to check 
with other information and with other consultants, 
and Mr. Banks gave it considerable thought and when 
he was here last week he imaiwiletdee that request and 
said, "Give us the Rail Form A and that will disclose 
the segregation of the costs related to length of 
haul as against those ott eat et to the length of 
hdul." All I say about Rail Form A or not 
is,if it can be obtained any other way, then I would 
be satisfied. | | 


(Page 3066 follows) 
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THE CHAIRMAN: Would the Ic¢ documents or 


information correspond in any way to what the Board of 
Transport Commissioners would have? 

MR. FRAWLEY: I would certainly think so. 

I am sure ees when Mr. Banks put that request he wasn't 
asking for something that he thought was impossible to 
obtain, because when we come back to Form A I am prepared 
to say that the Canadian Pacific has and have produced 
Form A in the past. | 

MR. SINCLAIR: That is wrong. 

MR. FRAWLEY: I am making the statement that 
in 1952 they produced a cost study of coal moving 
from Alberta to Ontario which, if it wasn’t a Rail 
Form A was a modification of Rail Form A. 

THE CHAIRMAN : Gentlemen, we can get into 
this wrangle and get no place, so I am going to rule 
now that this matter is going to be adjourned till 
tomorrow morning or Thursday morning , nae ahanee suits 
parties best, and icons parties can get together on the 
first motion, and then we will have the second motion. 

MR. SINCLAIR: I wish to say this, to make 
this abundantly clear, that, notwithstanding whatever 
Mr. Banks may or may not have said -- and, I am not 
prepared to discuss what he ree because we were having 
an off-the-record chat -- I think the Commission should 
know that under the ICC reporting as required of rail- 
ways there is a separation between terminal and line 
haul. There is no separation under the basis of 
the compiling and making statistics in the reports 


prepared by the railways of Canada. 
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MR. MACDOUGALL: I would add to that, to 


emphasize that point, that the ability in the Icc 
to separate the line haul and terminal cost is based 
upon the historical data which is prepared just in 
that form, and our position is that our data is not 
prepared in that form. If we did faecwe would be 
in the same position as the American roads where they 
did that some years ago. 

THE CHATRMAN : Does this go back to the old 
Valuation of the United States roads many years ago? 

WR. MACDOUGALL: As Mr. Sinclair points out, 
there are many special studies behind this. 

THE CHATRMAN: In any event, I think we can 
Close off. Will we leave it till tomorrow morning 
or Thursday morning? 

MR. FRAWLEY: Whatever you say, sir. 

THE CHATRMAN : Thursday morning. Mr. 
Macdougall? 

MR. MACDOUGALL: Mr. Chairman, when we 
adjourned yesterday afternoon Mr. McCoy was on the 
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* ANGUS, STONEHOUSE & CO. LTD. dir 3068 


TORONTO, ONTARIO Nesey dougall) 


CHARLES LESLIE McCOY, recalled 


SES AAT On BY ie MON (Cont'd): 


Q. | Mr. MeCoy, yesterday you had told us 
of the effect of making rate adjustments as portrayed 
in your statement NT-105, which was filed as Exhibit 
79-F, and you described there certain distertions which 
you thought would result but which you felt might be 
mitigated by the use of an acceptable key rate. Now, 
could you tell us what the effect would be of this 
conclusion of using a key rate which you spoke of in 
respect of traffic, grain traffic, moving from prairie 
points to the west coast of Canada and at Churchill? 

A. The present rates on grain from 
Prairie points to British Columbia Pacifie Coast ports 
for export were established effective September 12, 
1927, (Board's General Order No. 448, dated August 
26, 1927) and to Churchill,Manitoba, for export effec- 
tive August 20, 1931, on the same general basis as 
the rates to Fort William. Any percentage adjustment 
te airing in the statutory rates on grain to Fort 
William should be applied uniformly to all ports of 
export. | 

Q. I see, Now, if you will turn to 
Statement NT~106, Exhibit 79~G Could you ae us 
some information as to the comparison of the statutory 
rates on grain in Canada and those in existence in 
the United States on erain? 

A. This exhibit shows that the present 


United States rates applying from twenty origins in 
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e ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO McCoy, dir 3069 
(Mac dougall) 


States adjacemt to Western Canadian Prairies range from 
274 to 783 cents per 100 pounds higher to Duluth, 
Minnesota, than the present Canadian statutory rates 
in Western Canada for corresponding distances to Fort 
William. 

Q. In that statement, Mr. McCoy, you have 
taken comparable points in Canada and in the Western 
United States of equal mileage or approximate mileage 


and compared the rates. Is that the purpose of. that 


statement? 
A. Yes, sir, that is correct. 
Q. Perhaps you would be good enough to point 


out for the record a couple of comparative points on 
this Exhibit 79-G? 

A. Take Regina, Saskatchewan, as represen-~ 
tative, line 11. The distance to Fort William is 
776 miles, the rate 20 cents per 100 pounds, _ From 


Whately, Montana, a distance from Duluth of 772 


fed 


i 


miles, the rate is 724 cents, a difference of 52: 


PO 


cents per 100 pounds. Line 23, from Edmonton, 
Alberta, to Fort William, a distance of 1228 miles, 
the rate is 26 cents; from Fortine, Montana, a distance 
of 1229 miles, the rate is $1,044 eents per 100 pounds, 
a difference of 783 cents. 

Ba rpene 2 we have rates to Vancouver and 
Seattle. From Alberta, Saskatchewan, Montana points, 
and taking Edmonton as a base, Line 29, a atietance to 
Vancouver of 765 nite ay the rate is 20 cents; from . 
Shelby, Montana, a distance of 756 miles, the rate 


is 81 cents, a difference of 61 cents per 100 pounds. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO McC OY » dir 3070 
(Macdougall) 


Line 37, Saskatoon, Saskatchewan, 1088 miles, the rate 
is 24 cents; to Seattle, Washington, from Poplar, | 
Montana, 1085 miles, the tate 4s 94 cents, or a spread 
of 70 cents per 109-foundae 

Qo Mr, MeCoy, what conclusions would you 
draw from this Exhibit 79-G? 

A. Well, the statement shows the level of 
rates that would be applicable today -- I am sorry, sir, 
I have the wrong exhibit there.- 

| Q. It is NT-106 that you have just been 
speaking to? 

A, Yes, It is recognized that the level 
of United States rates is not used as a firm guide for 
establishing rates in Canada. Nevertheless the 
substantial differences between the statutory rates 
in Canada and the United States rates shown in 
Statement NT-106,or Exhibit 79-G, confirm the reason~ 
ableness of the Canadian National submission that the 
rates on grain and grain products to export positions 
remain under statutory control and the railways be 
reimbursed for the cost of the work performed in 
handling this traffic by means of a payment made to 
them equal to the difference between the statutory rate 
and the amount found to be a just and reasonable level 
of return. | 

Q. Than is this another test or check that 
you have sought one applied to the general principle 
that your company is proposing to this Commission? 

A. Yes, sir. 


Q. Have you anything further to say in 
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~ ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO McCoy, dir 3071 
(Macdoug#11) 


respect of NT-106? 
A. No, sir, not in respect to that exhibit. 
Q. If you look at the next statement, NT-107, 
which is Exhibit 79-H, have you any explanations to give 
the Commission concerning that statement? 

i A. This exhibit shows the level of rates 
that would be applicable today if the rates in effect on 
September 13, 1920, to the lakehead, their highest level 
Since implementation of the Crow's Nest Agreement in 
1899, had been subjected to all increases or reductions 
authorized subsequent to that date. I might add that 
you will note that the statement shows the rates from 
Winnipeg, Brandon, Regina, Moose Saw). Sankatoon 
Calgary and Edmonton. 7 
of Line 14 shows what the rate would be from 
these points in 1958 if the general rate increases or 
pauses had been applied. You will also note that 
the Winnipeg rate would be 44 cents, compared with the 
statutory rate of 14 cents; the Regina rate would 
have been 74 cents, as compared with the statutory rate 
of 20 cents, and the Edmonton rate would have been 95 
cents, as compared with the statutory rate of 26 cents. 

Q. Have you anything further you wish to 
say in respect of that exhibit 79-H? 

A No, sir, not in Atel of that par- 
ticular exhibit. 

Q. Based upon the evidence which you have 
been giving to the Commission, Mr. McCoy, and the 
information contained in these exhibits which you have 


been explaining and speaking to, have you any general 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO McCoy, dir 3072 
(Macdougall) 


comment on this whole subject which you wish to leave 
with the Commission? 

A. In 1958 the movement of grain and grain 
products handled at statutory and related rates on the 
Western Region of the Canadian National Railways pro- 
duced approximately $28.7 eer eee — 

THE CHAIRMAN: 28.6 or 28.77 

MR, MACDOUGALL: That is a correction that 
was made in Mr. Bandeen's evidence. 

THE WITNESS : --= or 17 per cent of the 
total revenue earned on this Region. Slightly over 
LO per cent of the work on the Western Region was per- 
formed to earn this grain revenue. 

Also this traffic produced only 6 per cent 
of the total Canadian National (Canadian Lines) 
revenue, but required 19 per cent of the total Preight 
transportation service. 

These statistics are mentioned to stress the 
importance of the economic problem faced by Canadian 
National in handling this grain traffic. As 
indicated in Section VIII of the Canadian National 
Submission, Exhibit 46, paragraph 7, page 3, as will 
be shown in evidence, an increase of -- and here is a 
Pav hb a apr aeGten ~- 123 per cent in revenue would 
cover Canadian National's total costs. Consequently, 
we have submitted the information on rates past and 
presently applicable in Canada and in the United States 
along with an indication of the level that established 
rate-making principles would suggest, in order to 


assist the Commission to determine what would be a 
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TORONTO, ONTARIO McC OY > dir 3073 
(Macdougail ) 


eae and reasonable level of compensation. 

Q. Now, Mr. McCoy, you have come to the 
end of the precis of evidence which was prepared under 
your direction, Have you anything further you wish 
to offer to the Commission at this time? 

Ay No, sir, I think that fairly well sum- 
marizées the submission. 

Q. Well, sir, would you be good enough to 
answer any questions which may be put to you by the 
Commission or by my learned friends in the provinces 
and other interests? 

| A, Yes, sir. 


THE CHATRMAN : Mr. Cooper? 


(Page 3080 follows) . 
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TORONTO, ONTARIO Tt (CaSSe: poe 3080 
ooper 


Q. Mr. McCoy, I refer you to Exhibit 45 
which is the joint submission of the two railways, 
to page ll. 

A. Yes, sir, I have it here. 

Q. You reres to national policy as 
reflected in the statutory grain rates and then state 
in the second sentence: 

"These things arise by reason of the 

distortions in the rate structure caused 

by the inflexibility in the grain rates.” 

That is the quotation, 

What are the distortions in the rate 
structure to which this part of the joint submission 
has reference? 

A. Yes, sir. The distortions as we see 
them are the facts that the rates cannot themselves 
be changed. In other words, we cannot move them either 
up or down. We could move them down, of course, I 
should say, but we cannot move them up as conditions 
change or as our responsibilities change. In other 
words. they are frozen. And, to the best of my 
knowledge I do not know of any other rates in the 
entire country that are frozen. 

Q. Well, Mr. McCoy, by that sentence are 
you relating thé words "the distortions in the rate 
structure'solely to grain rates? I understood the 
sentence to mean that the inflexibility in the grain 
rates caused distortions in other rates. Am I 
correct in that or not? 


A. Well, I don't know as I thoroughly 
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understand your question; I'm sorry. 

Q. The grain rates Owe fired: they are 
statutory? 

A. That's correct. 

Qe As a result of the grain rates being 
fixed; being statutory; are there distortions caused 
elsewhere in the rate structure? 

A. To the extent that you are not allowed 
to increase your rates as conditions or times change, 
it brings about the impossibility of getting adequate 
revenue on grain traffic. When I say adequate 
revenue, I mean compensatory revenue. in other 
words, sir, Mr. Frawley filed an exhibit through Mr. 
Edsforth, and there is one that I filed, in the last 
revenue case. We had an increase in all other freight 
traffic of $202 million; on grain statutory rates, 
no increase whatever. 

In other words, the picture clearly indicated 
that grain was not bearing its fair share or any share 
whatever of our increased outlay. This is a revenue 
case forced upon the railways due to increased cost. 

Q. Do I understand you to mean by that 
sentence, Mr. McCoy, that the words the "distortions 
in the rate structure" refer to the grain rates and 
grain rates only? 

A. You, 4842. 

MR, MACDOUGALL: I think it must 
be remembered that the submission you are referring 
is the joint submission of the two railways submitted 


by their counsel. 
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MR. COOPER: Yes. It is a statement in the 
joint submission, and I would just like to understand 
it. 

THE WITNESS: In other words, sir, if you 
are operating a normal commercial firm and you have 
one segment of your business frozen at the 1899 level, 
you soon get out of it, I think, because, as an ordinary 
business man that would certainly distort your 
picture, 

I am not talking about the railway getting 
out of the grain business. Don't misunderstand me. 

As an ordinary business man, I don't see how ater 
business organization could operate on an 1899 level 
of prices. | 

Q. In your view, is this the only 
distortion in the rate structure? 

fog I wouldn't Say the rate structure is 
perfect all over Canada. There are certain other 
distortions. For example -- and this may sound rather 
strange coming from me -- but there is a distortion 
in the rate structure in the Maritime freight rates. 
And, in fact, the Maritimes rates have always been 
distorted because they have never reflected to the 
Maritimes themselves the normal mileage schedule. 

| Q. What other distortions in your opinion 
are there in the freight structure? 

A. I could talk about a week and probably 
take one after the other in distortions. But our 
picture today has certainly changed a lot because of 


competition. 
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Q. Perhaps you could mention the principal 
distortions you consider there are in the freight 
rate structure besides the grain rate structure you 
have referred to? 

A. The word "distortions" is a rather 
misleading one. If you were talking about a rigid 
mile -- mile progression -- you could get into a host 
of them. You have a freight from Montreal to 
Vancouver that is lower than from Edmonton to Calgary 
or Saskatoon. 

7 Q. You regard that as a distortion? 

ie. It is not a distortion in one sense, 

but we are acting as business men and we are allowed 
to meet the competitive situation from off-shore 
Crairic, By off-shore traffic, I mean exports from 
Japan or the United Kingdom or Europe. But the 
word "distortion", as I take it, in some cases is 
that many people feel the railways should have a 
rigid progression in the rates as distance increases 
or, perhaps, in snee cases not be allowed to increase 
their rates except to a maximum amount. But that is 
a policy. You could lead me into a large field 
there a long way from transportation, because I felt 
for years that there was too much manipulation in 
prices through the medium of freight rates. 

Q. Have you any other experience of 

distortions, Mr. McCoy, without going into any great 
Patety: that you would like to give? 
A. Not offhand, no, sir, but tlere is 


no doubt we could find some if we went looking. But 
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I wouldn't say the word "distortion" was the correct 
word, either. 

Qe What word would you use? 

A. Departure from rigid rate patterns. 
When I say rigid rate patterns, I mean rates based 
-selely con mileage. In other words, sir, while a 
ton-mile is one meausre, you cannot get always into 
the same ton-mile earning on a competitive rate where 
you are meeting water competition and perhaps market 
competition. Then, you get a normal rule of thumb 
rate. 

Qe On page 13 of the joint submission, 
paragraph 35, you referred to the average haul on 
agreed charge traffic as having increased, indicating 
the greater distances at which other forms of 
transportation are able to compete successfuly with 
the railways for this traffic, plus the inecessiity of 
meeting foreign market estan (bit uit: Seb 

Am I correct in understanding that when you 
use the words "other forms of transportation", which 
are used in this joint submission, they refer 
particularly to motor truck competition? 

A. I would say tarcely motor truck 
competition, but in addition to that, of course, you 
always have water competition, | | 

Q. Trucks are increasing their range; 

I think you would agree with that? 

A. Yes, sir. There is no question about 

that. 


Qe At what distance can trucks now compete 
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successfully with rail, Mr. McCoy? 

A. That is a question which is rather 
difficult for me to answer because I am not in the 
trucking business. I do not know to what extent 
they can compete with us, but what they do is they 
seem to be able to compete even as far as from 
Vancouver to Montreal, and I have heard of truck 
movement as far east as from Vancouver to Halifax. 

There is no doubt about it. Truck 
competition is on a trans-continental basis today. 

We put an agreed charge in on petroleum 
products in ienetare: taekatie effective last September, 
and my recollection is the maximum distance was about 
900 miles. That is for anieboueic movement -- 
in competition with tank wagon movements. 

Q. About 900 miles? 

A> «Yes, about 900 miles is my recollection. 
It may be slightly higher than that. 

Q. Thank you, Mr, McCoy. 

Does the distance of truck movements with 
which the railway has to compete increase in any 
relationship to increases in freight rates by the 
railways? 

A. Yes, sir. As you lift your 
umberella, naturally your competitor can get a better 
crack at you. In other words, the higher your level 
is forced through circumstances beyond the railway's 
control the more it is exposed to competition. 

Q. You refer also in that paragraph, 


or at least in that paragraph 35 of the joint 
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submission, to competition from foreign sources, 
Competition from foreign sources is referred to 

and the words are used, "meeting market competition 
from foreign sources, particularly on the Pacific 
coast", 

The "foreign sources” in question -- do 
they include the United States? 

A. In certain cases, yes, sir -- 
particularly products produced in California, Oregon, 
Washington. | 

In other words, there is a highly 
competitive market bothfor off-shore, as well as from 
United States origins. 

Qe On page 5 of your precis, Mr. McCoy, 
Exhibit 79, you state that at the end of 1958, 

362 commodity items were covered by agreed charges. 
Could you tell us whether or not that figure of 362 
has increased since the end of 1958, or decreased, 
or what is the situation now? 

| A. Well, sir, we have had a year's 
experience since then, and off hand I would say it 
has increased -- perhaps materially increased. We 
are, as you probably realize, increasing our output 
of agreed charges. In fact, we are having 
particularly good success with industry in lining 
up with us. I do not say that we are perhaps 
too generous in some of the rates we give, but it 
is a contractual basis and it is working out very 
satisfactorily. We find in some cases where we 


get an agreed charge with 75 per cent or 80 per cent 
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participation promises, we perhaps go up to 85 per 
cent or 90 per cent. 

Qe What are the upper or lower limits 
in the degrees which the shippers must use the 
railways for shipments under agreed charges? 

A. Well, our natural object is 100 per 
cent. We are not successful in that, of course, in 
many cases, but we endeavour to adhere to 75 per 
cent as the minimum, 

Now, we have one agreed charge which 
produces considerable traffic for us. The minimum 
is 55 per cent, but there is a corresponding agreed 
charge with a 75 per cent minimum, 

| On the other hand, the 55 per cent minimum 
has rates slightly higher than the 75 per cent 
minimum requirement, 

Frankly, when you get below 75 per cent, 
we wonder sometimes if this is worthwhile making an 
agreed charge, unless you can get an increased rate. 

Qe What is your experience with fixed 
charges -- people coming on the agreed charge contract 
and having fixed charges. 

A. We have had varying experiences on 
that. In fact, we had one not so long ago where 
the company didn't want to come into the agreed 
charge because they didn't get the same publicity 
as their competitor. | 

But, generally speaking, sir, we find that 
after an agreed charge is issued competitors usually 


come in. 
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I give you the other case more or less in 
the humorous vein, more than anything else, to 
indicate to you how 

Q. I refer, Mr. Me Coy ; to paragraph 
7 of the Exhibit 46. That is the submission 
of the Canadian National Railways with respect to 
the level of rates for the movement of export grain 
in western Canada. Paragraph 7. 

I just want to make sure with you that 
the changes have been made there in the figures 
necessitated by Mr. Bandeen's corrections. 

What figures have you there, Mr. McCoy, 
for paragraph 7? 

A. On the sixth line it reads with 
total cost shown to be 58.8 million. I have the 
figure 63.9 million. 

Q. You have 63.9 million? 

A. Yess: S17 4 

Q. Yes? 

A. And the next line, 28.7 million, in 
lieu of 28.6, and an increase of 123 per cent in 
lieu of 105 per cent. 

Q. As I recall it, that figure 105 was 
not changed as a result of Mr. Bandeen's evidence, 
but I think you agree that it should be changed 
and should now appear as 123 per cent? 


A. Yes, sir, I would agree with that. 
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Q. In paragraph 8 of Exhibit A6 itis 
assumed that the cate any rates were just and reasonabl 
on September 12th, 1927. What is the basis of that 
assumption, Mr. McCoy? 
| A, The reason for that statement is, 
perhaps, you could say, that the rates settled down 
to a certain extent flowing from the Board's general 
order No. 448, 

ais That was in 1927? 

A. Yes, effective August 26th, the rates 
becoming effective September 12th. The situtation 
levelled itself out on Parliament telling us what to do. 

Q. The basis for the assumption is the 
action of Parliament in telling the railways what they 
had to do? | 

A, The Board's Genedal Order flowed from 
the action of Parliament. 

Q. Coupled with the Board's General Order 
No. 448? 

fu Which covered rates to Vancouver and 
Prince Rupert. | 

THE CHAIRMAN: We will recess for five 


minutes. 
---Short recess. 


Q. Mr. McCoy, would you turn to the precis 
of evidence, Exhibit 79, page 11? In the third com- 
plete paragraph on that page Edmonton, Alberta, is 
mentioned as Mileage 1227.3. There was some question 


arose yesterday as to whether there were any movements 
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of grain from Edmonton to the lakehead, and I did not 
understand, or appreciate, perhaps, the answer to ieee 
question. Would you mind telling us whether or not 
there is movement of grain from Edmonton to the lakehead? 

A, Yes, we have a few representative ship- 
ments; but the point I made yesterday was not the traffic 
itself but rather that I have been advised that the 
Alberta Wheat Pool owns Manitoba Wheat Pool Elevator 
No. 9, which is at Port Arthur. On the other hand, 

I understand it is still operated by the Manitoba 
aol The traffic movement I have today did not pass 
through that particular elevator; that movement was 
handled by wheat train through Armstrong, Ontario, to 
the port of Halifax. 

Perhaps I can come back to that in a moment or 
So; I can't lay my fingers on the movement right now. 

I might say that they are not necessarily | 
from Edmonton. iL have one here. This is from Leth- 
bridge on the C.P.R. to Halifax, hauled by the C.N.R. 
from Saint John to Halifax. — 

We have another from Rosebud, Alberta, again 
to West Saint John. 

(THE CHAIRMAN: That will be for what? 

THE WITNESS: It is export. 

MR. COOPER: Q. Will you tell us how sig- 
nificant these movement s are? 

A. No3 unfortunately I never made a study of 
that. But I would understand this is sacked grain 
which is usually used for topping off the vessel's 
load. You know how they usually top it off with sacks 
to keep it from shifting when it is on the water. 
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TORONTO, ONTARIO McCoy, CL“-@X 3091 
(Cooper ) 
Q. Mr. McCoy, you have your mileage scale 
on existing Crow's Nest rates. Are those the com- 


modity rates covered by each different rate, broken down 
by mileage? 

A. Yes, we have that information. It is 
not what you might call a mileage scale. It is some- 
thing like Topsy. It simply grew. 

Q. I wonder if we could have a copy of that 
filed as an exhibit? 

A. Yes, we could do that; and think 1. You 
also had a map showing, in different colours, the rates 
to the lakehead from the various origins in the west 
it would be helpful. 

MR. MACDOUGALL: We will supply that. 

MR. COOPER: It will be Exhibit 80, I believe. 
When the document oaks in we will give it an exhibit 
number . 

Q. In your precis of evidence and submission 
of Canadian National dealing with the level of rates for 
the movement of export grain in western Canada, whicn 
would be just and reasonable, you adopt » as the basis 
of a revised rate, the 1927 Regina key rate, and mention 
a relationship of 32 per cent at that time to the cor- 
responding class rate. Am I Wee ot in my under- 
standing that commodity rates are not always related, 
percentagewise, to their corresponding class rates? 

A. That is correct; and that applies par- 
ticularly to competitive rates. On the other hand, 
there are many commodity rates related to class rates; 


and, furthermore, many commodity rates actually represent 
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class rates; not in the classification itself, but, 
perhaps, some lower rate. It couldn't be higher; it 
must be lower. 

What I have in mind is, let us assume you have 
a commodity which corresponds to classification 45, or 
column 45. You might find that your normal 45 rate 
would not permit the free movement, and after going into 
the subject with shippers and reviewing it you might get 
down to Class 35 or 33. I would hope that you wouldn't 
go to Class 27, which, unfortunately, they sometimes 
have to do. But, generally speaking, it is a tidier 
job if you can tie your normal commodity rate to the 


class rate. 


Q. But you can't. . 

A. Not always. 

Q. 1 ees do bhat s 

A. No, not always. 

Q. So that there are various commodity 


rates, Mr. McCoy, do I understand, which are not related 
percentagewise to their corresponding class rates? 

A. That is absolutely correct. 

Q. I wish to refer you to Exhibit 79, and 
particularly to Statement NT-106, whieh is 79-G. 

| Taking those movements to Duluth, Minnesota, 

the PERE three movements there from York, North Dakota, 
Carrington and Stanley --~ rst rates are 46 per cent, 
ol per cent, and 444 per cent. Do you know if 
those are normal commodity rates, or if those rates 
are competitive rates? 


A. To the best of my knowledge they are 
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(Cooper ) 


2\| normal commodity rates. 
3 I know that there are competitive rates within 
4 what we call the western trunk line territory. 

It is my recollection that the United States 
railways brought about a competitive adjustment about a 


year ago, but I have not got the dates of the changes. 


To the best of my knowledge, these are normal 


yates. 


MR, COOPER : Thank you, Mr. McCoy. 


CROSS-EXAMINATION BY MR. MAURO: 

—-Q,)~—Ss«M. McCoy, do you feel that the Waybill 
Analysis has been helpful to parties interested in 
transportation matters? 

A. Yes, I think it has been helpful, In 
fact, I know it has been helpful to me at times; and 
sometimes it even misguided me. I will admit that, 
too; particularly the original analysis where you 
had the four days! traffic. 

THE CHATRMAN: The four days on the original 
wasn't very well spaced? 

THE WITNESS: That is correct; and, as a 
matter of fact, in setting up our movements, in many 
cases the traffic didn't move on the days we selected; 
particularly on the larger movements. 

THE CHAIRMAN: But today's is intended to 
cover . 

THE WITNESS: It is a one per cent sample now. 

MR. MAURO: Q. Under the present one per 
cent sample it is a helpful and informative document? 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO McCoy, Ccr-ex 3094 
(Mauro ) 
Q. In your opinion, would further informa-~ 


tion be of considerable asdighencs to both railways and 
Shippers and other interested parties? 

A. Well, you are leading me into a large 
field there. | Certainly, the more information we have 
the better off we would be. But, on the other hand, 
on the trying problem,forrailway freight traffic 
officers, of the existing freight rates it is hard to 
find out exactly what is needed. I remember getting 
Some awful weird proposals put up. If I had adopted 
half of the rate proposals submitted to me I wouldn't 
have had my job as long as I did. 

MR. MACDOUGALL: You are not suggesting, are 
you, that you had to get out at the end? 

THE WITNESS: No; I just had enough. 

But, in any event, trying to be helpful to you, 
there is a field which we consider has been neglected, 
and that is that the railways have been subjected to 
requests for an awful lot of information. Now, how 
long can they go on giving out information -- all their 
Secrets, so to speak -- and industry keeps everything 
closely guarded and covered up is a situation from which 
I could visualize nothing but trouble in the future. 

MR, MAURO: Q. Well, do you think if the 
Waybill Analysis contained this information which you 
point out is not presently contained, such as less than 
carload freight, on-company service freight, switching 
traffic, traffic originating or terminating at railway 
points outside of Canada, rail-lake-rail, water-rail 


and ocean-rail traffic -- do you think that they might 
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TORONTO, ONTARIO McCoy, Ccr-ex 3095 
(Mauro ) 


be proper cide Ofe to be included in a waybill analysis? 

A. I wonder if you would let me see 
that list? 

Q. It appears on page 1 of Exhibit 79. 
It is your list. The quotation, in its proper context, 
2 i, ate 

A. less than carload freight was tried on 
one occasion by the Board and the railways. It was a 
tremendous task, and whether or not we got any benefit 
out..of,.16.41,,can \t..say. But it would be a tremendous 
task. 

so far as the on-company service freight ‘is 
concerned, I don't know if tant would add anything or 
not. How that would help, I don't know. “Switching 


traffic, that might be of help. 
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The traffic in the rail points outside 
of Canada, the international traffic, that could 
be of some assistance, but there you are up against 
the problem of what proportion, what do the 
railways get out of it, the Canadian railways? 

You would have to have a further breakdown of that, 
but I don't really know what it would add. 

Rail-lake-rail, water-rail, ocean-rail 
traffic, that would be of one use, sir, but the 
international traffic I don't see what help that 
would be, because after all our rates on 
international movements are usually influenced by 
the level of the United States. 

Q. Yet it represents a rather important 
proportion of the freight traffic of both the 
Canadian National and the Canadian Pacific? 

| | A. Yes, it certainly does. 

Q. And when ace would be trying to 
consider the balance and distribution with. 
international traffic, it would be an important 
aspect to consider? 

A. It is an important segment of our 
traffic, there is no question about that, sir. 

Q. I think you have before you now the 
exhibit in the 17 per cent case? 

A. Yes. That is the Canadian National 
exhibit? 

Q. Yes, and in reply to my learned 
friend, Mr. Cooper, concerning distortions, you pointed 


out in the 17 per cent case grain and grain 
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products moving in statutory and related rates took 
mo part of the increase? 

A. That 18 PLens. 

Q. And that that was in your opinion a 
distortion. You also told the Commission of the 
increase which international traffic took in the 
def per cent case. 

A. Excuse me, in the 17 per cent case 
there was no increase, but that igs only part of the 
story and I would like to give you the entire story. 

The mathematical increase on international 
rates was 154 per cent. Now, the average yields 
for all the United States, which would include 
international traffic, is 112.1 per cent, and the 
mathematical increase in Canada was 157.3 per cent, 
but the estimated yield of the Canadian National 
on intra Canadian traffic was only 86.1 per cent. 

In other words, the international rates were treated 
not in this application, no, there is no question 
about that; they were prepared prior to this. 

; Q. As far as any distortion in the 
structure that might result from the 17 per cent 
case and the fact that I said wheat and related grain 
was not going to take any part of it, I Suggest, Mr. 
McCoy, that as far as that 17 per cent was concerned, 
international traffic was going to take no part 
of the increase, either? 

A. There is no question cbout that, but 
the exhibit says the United States increases apply; 


in other words, you already applied the increase. 
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Q. What about agreed charges; what part 
of that 17 per cent were the agreed charges going to 
take? 

A. The agreed charges were - we have an 
estimated yield of 313,500 a year, .8 per cent, 

Now, to the best of my knowledge, Mr. Mauro, 
neither the Canadian National nor the Canadian Pacific 
have had the opportunity of putting a dollar valuation on 

whatwhas actually transpired since the 17 per cent 
increase was awarded to railways. I can assure, however, 
that we have been moving in the direction of getting 
every possible cent we can in the way of an increase. 

Q. I certainly want to make this very 
clear, as it has been clear in the statement that you 
quoted at page 7 of your precis from the judgement i 
in the 15 per cent case, that there are factors in 
the rate structure itself which are largely responsible 
for the situation in which the railways now find 
themselves, Mr. McCoy, and I am not placing any blame --- 

A. Onno. 

Qe -~- on the railways, but I just feel 
that it probably is a very important aspect of this 

Commission inquiry that we be very clear and honest 
when we say that from the many distortions in the 
Canadian freight rate structure, that the distortions 
have, in fact, resulted in inequities, and that it is 
the task of this Commission, for whatever assistance 
all of us can give them, to try and see if there is 
some solution. Would you agree with that? 


A. Well, perhaps the distortions. wouldn't 
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be as pronounced had we been able to move our freight 
rate structure - our entire freight rate structure - 
as conditions changed. 

In other words, as our expenses increased 
perhaps we wouldn't have had this particularly large 
distortion on wheat increases and Grow grain rates, 
and I think the exhibit which was filed yesterday 
morning indicates that the railways have increases 
in their agreed charges to a great extent. 

Mark you, transport conditions Change and 
we have to change with them, and in many cases when 
you start out for an increase in an agreed charge - 
I shouldn't say Many - in some cases where you start 
out you may end up getting less money because of 
the change in your situation, but that doesn't say 
that the rates on the agreed charges are not 
compensatory. 

THE CHAIRMAN Q: Mr, McCoy, just on the 
agreed charges, to what extent is there corroboration 
between the two railways in trying to get increases 
or --- 

A. I would say there is very close 
corroboration. 

Qe Very close? . 

A. Yes. I know that Mr, Edsforth, Mr. 
Roberts and myself have had many meetings - and Mr. 
Miller also, we have had many meetings. 

Q. Both for new ones and getting increases? 

Ae yes. 


MR. MAURO Q: Under the Maritime Freight 
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Rates Act, Mr. McCoy, as I understand it you received. 
reimbursement from the federal treasury for not only 
the reductions in the non competitive and class 

rates but also for reductions in competitive rates ard 
even on agreed charges? 

A. Yes, but once you reduce your rate 
below the normal level your compensation decreases - 

I mean, from the federal government. 

Q But it still remains thirty or twenty 
per cent? © 

A. That still remains the percentage, but 
the dollar content in itself nisanonses naturally. 

Q Only we who have taken the horizontal 
percentage increases on the one side can fully realize 
that every time there is a difference of a percentage 
increase, you certainly increase the charge factor, 
and when you reduce rates the actual dollars paid by 
the federal government drops, but my point is that 
to the extent that you are receiving compensation for 
reductions on competitive and agreed charges, this is 
really an assist to the railways and not to the shipper 
because the --- 

A. The level wouldn't be the same to start 
with if it were not for the Maritime freight rates 
adjustment. 

Q. That is a distortion? 

A. That is rather, I would say, a cruel 
word. 

Q. I didn't use it, I think you used it 


in reply to Mr. Cooper. 
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A. Mr. Cooper used the word first, of 
course. 

Qe He comes from the Maritimes, and we 
will permit him --- 

A. I have that honour as well, sir. 

MR. SINCLAIR: I think Mr. McDonald 
pointed out that lawyers sometimes use words, and maybe 
we will have to have them explained as to what is. 
meant when the time comes. 

THE WITNESS: But frankly ; as far as 
recapture is concerned under the Maritime Freight Rates 
Act, we received a werwentake recapture under the 
agreed charges and the competitive rates as well as 
the normal rates, Mowever, we think there are very 
few normal rates in the Maritime provinces, as I 
understand normal rates. | 

MR, MAURO Q: My point, Mr. McCoy, is that 
you wouldn't introduce an agreed charge with a 
competitive rate unless the competitive or competition 
factor is present? 

A. yes. 

Qe So therefore, when the Dominion 
government proceeds with the 30 per cent --- 

A. Not 30 per cent, only 30 per cent of 
the haul up to Diamond Junction, and the reduction 
is 20 per cent Pitt the Maritimes. 

Q. To the extent of the subsidy, to that 
extent it is an assist to the railways because the 
shipper should have received that price without it. 


A. That is one approach to it; my approach 
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originally is the level would be higher and we may 
have got a higher rate. 

Q. Well, I just can't help but being 
concerned”about the fact that if the level were higher 
then it wouldn't be a competitive rate. I think 
you mean competition. 

A. No, we have the right to meet competition 
as we elect, and we don't meet competition when it is 
not compensatory, but under the Maritime Freight Rates 
Act and where you are within the Maritimes themselves 
and where your level is lower and one complaint has 
been that competition was strangled. Now, whether 
or not we have the right of selling high enough to 
permit truck competition getting it, that is another 
matter, but on the other hand I must say that perhaps 
the competitive features would have hit us long gaer 
in the Maritimes without the Maritime freight rate. 

Q. I think the Maritime Freight Rates Act 
is of assistance in its application to, say, class 
and non-competitive commodity movements, but it is 
certainly an interesting change in what I feel is the 
4dntention of the Maritime Freight Rates Act when you 
are now receiving the same subsidy provisions on 
commodity and agreed charges; do you agree? 

A. Pardon, sir? 

Q. That the result in giving you a subsidy 
on competitive charges = agreed charges permits oon 
in effect - puts you in a more favourable position, 
vis a vis, competition. 


A. That is one approach, but I wouldn't 
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say that is it altogether. We have our problems 
outside of motor truck competition, and I might say 
to start with that your Maritime Freight Rate level, 
as I mentioned a few minutes ago, is generally lower, 
particularly from central Canada to the Maritimes. 
And now, I think you were being precise. where the 
Suggestion was advanced that the Maritime Freight 
Rates Act should apply both ways. 

Q. And 100 per cent? 

A. Yes. I would like to point out that 
even today you have got a lower class rate level from 
both Montreal and Toronto into the Maritimes than 
you have for central Canada. I am not talking about 
the amount of traffic handled in the class rates of 
central Canada, but I am talking about the level of 
rates. 

Q. Would you turn to page 4 of your precis, 
and starting at the first complete sentence at the 
top of the page there: | 

"The other two yardsticks which can be 

calculated from statistics in the waybill 

analysis reports are beet agate amount of 
revenue per ton and the average amount of 
revenue per carload. Unless they are properly 
related to the length of haul, they should 

not be used for general comparison purposes. 

The average revenue per car mile which takes 

into account the length of haul does not 

indicate directly the weight of the payload 


carried. Only the revenue per ton-mile 
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reflects the relationship of revenue 


earned to length of haul and weight.” 


(Page 3110 follows) 
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I suggest that the basis of revenue per ton 
mile and revenue per car mile would similarly give you 
a touchstone, a yardstick, to measure the revenue poten- 
tial of a particular rate? | 

Ae The ton mile revenue, of course, gives 
you the complete picture. In other words, the traffic 
you are handling and the revenue per car mile does not 
necessarily give you the complete story or the true 
story. You have various classes of equipment, for 
example, and there is the illustration I sive given you 
for the dry freight, 120,000 pounds, and tank cars 

64,000 pounds. Now, just as a matter of explanation, 
the tank car of 64,000 pounds is a general standard in 
Canada; it does not take into aveount! the fact that 
certain companies are Evope sing to use jumbo tank 
cars with a larger apes tye Of course, this is just 
a general standard. 

Qi iE Piiticetnied chet where cost is an issue, 
as it is in this hearing, the revenue per ton mile dis- 
torts the actual situation since it fails to recognize 
sufficiently the loading and handling characteristics 
of specific commodities. 

A. I am sorry, sir, did you say the revenue 
per car mile or ton mile? 

Qi The revenue per ton mile. You are 
suggesting that the revenue per ton mile is the best 
gauge, and I am suggesting that where cost is a factor, 
where the cost of movement of the commodity is involved, 
revenue per ton mile, as a matter of fact, distorts 


the actual situation? 


seve .se'09 ‘to cenmovers Chm nt 4a ers 
oftiard edt abtow vedto al ,esutotq eteLam OY 
Jom weob ofim 1s. eq ounever edt bas gntiband ome sot | 
suid edd so yoda etelqmoo eft voy evtg yLtasesonen | 
mot  daomegtape to aseeslo avohrav eved woY | .yxote , | 
yoy nevis eved I aottertasllt- ont et eredt bas . oLqmexe ' Wa?) 
ates sinsd bus ,abnvog 000,0Sf ,trigter? yxb edd 202 | 
Moltenslqxe to tedtsm s es text .wo ,ebavog 000,49 
ct bushasde Lavensg 8 al ‘ebrwog 000,18 to 180 Anst ont} 
Sect dos ot Jrwooos fmt exet tom seob 3t rabsasd |, 
danas ‘bcimiyt, gay ot gnteogorq e716 eelnsgmos alstreo 
taut ef elas .esaon 20 <ekeabe negisl 8 dtiw aro | 
| -beabanse farsi9g 8 
oueet as at taoo stodw sands qeeagee I x ae | 
-éLb ofim aot teaq exunevet sit wgatrsed aldt at ek df as  S. 
esingeost of afilst ¢t eonts motisutte [sutos edd adiod | 
solvalustosireno sali busd bee antbsol sdt Uldnetortiwe | } 


-eefstibomnos ofttosqa to | 
ouaevet sit Ysa voy bib ,tke .¥yttoe ms T oA ay 
Tefim mot to oftm 89 req — 


ers toY .oftm mod teq elmever oiT 9 

daed eft at oLtm aot 19q emmevet edd tedt gatteoggua © 

.Totest s at dsoo oterw tedt gniteoxave me I bas < S383 | 

.Seviovat ef ytibommoo eft to taemevom to tao ent orediw | ; 
~~ @troteib ,tost to teddem 8 as .sfim mot toq ouctevert Pts. 


" ; om he 
a re 
if, re r a os 7 


< 
ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO McCoy, cr-ex 3111 
(Mauro ) 
A, No, sir, I am afraid I can't agree with 


that, for the simple reason that the revenue per ton 
mile reflects the work we have performed in hauling 
the freight. 

Q. Is it not correct that the revenue per 
ton mile is the same for an 80,000-pound car as for a 
4O,000-pound car, the revenue per ton mile would be 
the same? 

A. Yes, sir, there is no question about 
that; but,gas I have tried to stress, only the revenue 
per ton mile gives us the true picture of what we get 
for the work performed. 

Qe Would the cost be the same? 

A. I am sorry, costing is outs of my, field. 
I couldn't help you on that. 

Q. The very yardstick for use in costing 
analysis does, in fact, distort it because it fails tO 
recognize the loading and handling characteristics of a 
specific commodity. 

Now, I notice along that line that at the 
bottom of page 4, the last complete paragraph, Mr. 
McCoy, you refer to the joint submission of Canadian 
National and Canadian Pacific, and you state: 

"Me purpose of the table is to illustrate 
that the average revenue per ton mile has risen 
during this period for all traffic excepting the 
agreed charge and the statutory and related 
traffic. The seeming decrease in the revenue 
per ton mile of the agreed charge traffic can 
be accounted for by the substantial increase in 
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its average length of haul. . 
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My question is: it would appear that you 
agree that, while length of haul reduces revenue per ton 
mile, it does not, in fact prove the traffic less 
remunerative? 

A. No, it does not prove it to be less 
remunerative. It just indicates that there is a rate 
of taper. That is actually what it covers, ae rate 
of taper. For example, 94 miles, 3.2 cents; 348 
miles, 2.47 cents. 

Q. We can take this as a caution on your 
part to counsel and the Commission that when you are 
looking at revenue per ton mile we should assess this 
against length of haul, because while it has the effect 
of reducing the revenue per ton mile it in no sense 
means that the traffic is less remunerative? 

A. I will agree with that. 

Q. On page 5 of your precis, Mr. McCoy , the 
first complete sentence on that page, it says: 

"The scales taper in favour of longer 

hauls, thus reflecting the distribution of 
relatively high terminal costs over longer 
distances and minimizing transportation charges 
on long haul movements." 
I wonder if you could explain to me what you mean by 
"nelatively high terminal costs"? 
| A. Well, relatively high terminal costs 
would cover the major terminals, such as Winnipeg, 
Montreal, Toronto, perhaps Vancouver. But when you 
have a long haul shipment you can distribute the cost 


cver various terminals. Take, for example, Montreal 
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to Winnipeg: we could distribute it over all of the 
terminals with, say, a switching movement in the Montrea 
terminal where you are up against tremendous costs. 
In other words, the err is distributed. 

Q. Now, with reference to Exhibit 79-B, 
Which is NT-101, in looking through the list I can only 
find one which referred to a movement to Eastern 
Canada, and we from Manitoba just wondered whether 
there was any foreign competition in Eastern Canada 
on products in Western Canada. 

A. I can assure you, sir, if there are 
any movements from Manitoba into Eastern Canada 
which were subject to import competition we would have 
heard about it and I think appropriate corrective action, 
or whatever action, would have been taken by the 
railways. In other words, to the best of my know- 
ledge, no railway company says: "Well, we will only 
contribute, say, in the British Columbia market in 
meeting foreign competition." I know that certain 
Ontario manufacturers have been after the railways 
saying that shee couldn't meet competition in steel 
even produced in Italy, and we have taken corrective 
action. In other words, we meet competition where 
we find it and assuming we can get compensatory rates. 

Q. It would be a safe conclusion to draw fr 
that exhibit that, as at the time that exhibit was pre- 
pared, and whatever one might read into that exhibit, 
there does not now exist foreign competition in 
Eastern Canada for any product produced in Western 
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2 A. Well, I have never been in the production 


3 game. But if that is so, I can assure you we would 
4 have heard about it and put in competitive rates, 
5 provided we could have done so at a compensatory rate. 


This is only the agreed charge list. 


6 

‘ There is a further point, that I think you 
will find we have put in several competitive rates on 

: agreed charges from Alberta and Eastern Canada, and 

: certain manufacturers of commodities in Alberta are 

10 |, very sensitive about competition in the eastern market. 

41] Q. That wasn't foreign competition? 

12 A. Well, if you could call United States 

13 competition, yes, sir. Import competition from the 

14 United States is just the same as from overseas. 

Q. On going through this list I can only 
find one agreed charge issued to meet competition from 
an West to East? 

17 


A. Well, as you will probably observe, we 
18] have highlighted the British Columbia coast points on 
19| this exhibit. Now, so far as the west itself is con- 
20 cerned as your competition, say, in Alberta lessens 
91|| With import competition, naturally you have a different 


rate scale. In other words, we endeavour not to go 


22 

beyond that competition itself. If we have a rate 
aa 

proposed, put in front of us, to meet competition at 
24 

a point like Edmonton or Calgary, we certainly assess 
a 


all the competition; we don't mark it off altogether. 

26 But, on the other hand, the storm centre is at Vancouver 
27|| and in that area. 

28 Q. It certainly must be my fault that my 


29 question is not properly understood --- 
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A. Well, if you give us the number of 
the agreed charge you are referring to. 

Q. Agreed charge Bs Dide,..Cast, iron, 
Toronto to British Columbia? 

A. Yes. 

Q. Iron or steel, from stations in Alberta, 
Manitoba, Ontario and Quebec,to British Columbia; rods, 
Wire, Hamilton to Vancouver, and you will see that all 
but one are agreed charges to meet import competition, 
and this competition is the competition against Eastern 
Canada, and I just wondered whether from this exhibit 
it would appear at least there is no import competi- 
tion in Eastern Canada on products produced in Western 
Canada? 

A, If you have products in Western Canada 
that are in competition with imports to Eastern 
Canadian destinations, I can assure you the railways, 
when they are satisfied the competition actually exists, 
will establish rates. In other words, Mr. Mauro, as 
I said before, we meet competition as we find it. We 
do not pick the origins or the destinations which are 
set for it. j 


8 


‘om o * 


Be weal at: 


ret TTS an 


abe ,sidmulod dettia& ot.cedeu) Bas otasdad, estat 
(fs ded ese fitw soy bas , TORE AR, EASE NE 
.osittteqnma duogmt deem o¢ aegasde Bestas ets, ono dud 
nredas® dankegs dotthteamos. edd at notttteqmos add bas 
Sidbixe ebcd moxt tedtede bevebaow dat I bas .sbansd 
~isteqnoo troqmt on ef etedt dasel 8 teeqgs Siuow tL 
arsgaoW at doanbory atouborg ao sbhsasd metas at sott 
sbsnsd nvedaeW at atouborg, eved BOY, aE A 
nuetasi od aduogmt ditw aotdtdeqmos ak ers tedt 
eayewiist edt yoy siwees aso I .ano Lisntie sh astbsnsd 


(<aJelxe yllaudos aoltiteqnos ent Dettetssa ox yedt medw 


BS ,OGUsM .°M ,abiow tendo aT ,seter detidsdas: [Liw 
oW 6a. OL bat? ew ag motdiveqme jeom ew .etoted hiss I 
sis dotdw esotteattesh eft %6 entgtto edd Hota tom ob 
ue | | -t£ 10% toa, 
- uh 

| 
ul 7 4 
5 7 Ve j ist [1&4 


A eR » MEK « Ai i uh) 5 Bont: 


mote Sade ak ae mi Pelt 
4 7 eS 
er # at 


a 


sodA at matRom wo toads, es 


Or 


a . 


eo eee eee 


* ANGUS, STONEHOUSE & CO. LTD, 
TORONTO, ONTARIO ene y- CX. 3116 
auro 


Q. Exactly. And, therefore, this exhibit 
Shows that in the case of the C.N.R. the only import 
competition of foreign products is foreign products 
competition in the western market, and there is no 
competition of foreign products in the eastern 
market on products produced in western Canada? 

A. We are only talking en) agreed 
charges here. I haven*t got my tariff in front of me, 
but I will say this. Perhaps lack of manufacture is 
perhaps your problem, and there will be nobody happier 
than the C.N.R,' to see you develop a manufacturing 
operation out there. 

But just go to agreed charge 71. There is 
a case where the railways have put Manitoba steel 
manufacturers in the British Columbia market in 
competition with overseas. 

Q. How about putting us into the eastern 
Canada market in competition with overseas? 

A. Well, give us your problem through the 
regular channels. We will certainly be very glad 
to look at this. 

Q. Well this is the sort of --- 

A. I am not. trying to debate it, sir, 
but the point I am trying to make is that as and when 


there is any material manufactured in Manitoba with 


the desire to seek the eastern Canada market, we would 


only be too happy to have them put in there. 
Q. I am interested in the western Canadian 
picture. I notice a tremendous amount of foreign 


competition in British Columbia, westbound. I was 
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interested in knowing whether British Columbia 
produced goods which have got into eastern Canada 
in the place of foreign competition? 

A. Yes, sir, we have many competitive 
trans-continental rates. 

Q. Would you point out in that list of 
agreed charges in import competition the. 
onesfrom British Columbia to eastern Canada? 

I.will tell you the only one there is. 264, 
"wire, rope and cable" from Vancouver, British | 
Columbia to stations in Canada. 

COMMISSIONER ANSCOMB: May I ask you 
something? 

Have you got a case in Manitoba where 3 
manufacturer wants to ship east and cannot compete, 
who has asked for a rate, or been refused a rate? 

MR. MAURO: I will wait until you come out to 
Winnipeg, Mr. Commissioner. We think there is a 
situation developing where the western industry 
program is expanding. We think that there are 
the beginnings of some industries in western Canada; 
important industries; and it is interesting. At 
this point, I am only seeking information with regard 
to that list of agreed charges presently enforced 
by the C.N.R. to meet import competition, because 
we have lots of import charges from Manitoba to 
British Columbia -- but, just to meet import 
competition. 

It is rather an interesting fact that there 


are no agreed charges from western Canada to eastern 
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Canada to meet import competition, but a great many 
to assist the eastern manufacturer to get into 
western Canada. 

COMMISSIONER ANSCOMB: What I didn't 
understand was has somebody been refused a rate to 
bring it east? 

MR, MAURO: No, I don't have that knowledge. 
I was just seeking information. 

THE WITNESS: Mr. Mauro, --- 

MR. MACDOUGALL: Might I make this comment --- 

THE WITNESS: Mr. Mauro, you haven't taken 
into account, apparently, there are competitive rates 
or, say, normal tariffs. This is only the agreed 
charge set up. 

MR, MAURO: I noted the limitations of that 
document, Mr, McCoy -- that it is just a list of 
agreed charges listed to meet import competition, 

THE WITNESS: The British Columbia coast is 
a real storm centre. 

Q. There isn't the same degree in eastern 
Canada for British Columbia products? 

A. You have your manufacturer right on the 
door step of the market. That is the difference, I 
would say. | 

MR. MACDOUGALL: Just might I make this 
comment that Mr. Mauro, in his cross-examination of 
Mr. McCoy, and the question put to him by Commissioner 
_Anscomb indicates the importance which Manitoba places 
on the problem Mr. Mauro has been speaking about, 


which I understand he will tell us about in Manitoba. 
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I think that points up very clearly the 


importance of the railways being put in possession 
of the Manitoba brief on this point as early as 
possible, because if these questions are to be 
discussed and met and talked about in Manitoba 
I think those parties preparing the briefs should let 
us see them with as much notice as possible before 

| we speak te then in Manitoba. 

At the beginning of the proceedings, I think 
it was agreed that briefs were to be submitted as 
early as possible before the hearing. We would 
be glad to have this information as soon as possible 
so that we can deal with it properly in Manitoba. 

THE CHAIRMAN: We are anxious for you to 
have the information. I know Mr. tative is working 
and has worked; I don't. think he has been lazy in 
this regard, and I am sure he will try to accommodate 
you. 

MR. MAURO: We sent the final bit of it 
pack last ai enks Mr. Chairman, and as soon as it is 
printed I am going to get it into the hands of the 
Commission. 

MR. SINCLAIR: I would like to join with 
my friend in that, on behalf of what we have to do, 
because if we are not able to have it in advance » 
and with enough time to make the proper analysis, we 
will have to unfortunately ask some people to orate 
down, and I am sure we won't want to do that, in 
view of some of the people who are busy, such 


as Ministers. 
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THE CHAIRMAN: I think, Mr. Sinclair, the 
matter will be resolved, and that you will have the 
submission in your hands so that you may properly 
assess it. 

MR. MAURO: I think this is certainly a 
very greater degree of discussion about Manitoba 
brief than over the Maritime briefs. 

MR, SINCLAIR: I must say, sir, that as far 
as I am concerned we mentioned that when Mr. Mauro 
was on his feet, but it applies with equal --- 

MR, MAURO: Certainly. 

MR. SINCLAIR: --- with equal certainy, as 
my friend says, or whatever word you want to use. 

My friend, Mr. Frawley, has numerous clients in 
Alberta, and Mr. Brazier from British Columbia, 
and Mr, Dickson's right across western Canada, as 
they are, and --- 

MR. FRAWLEY: Mr. Frawley only has one 
client. That is the government of the Province of 
Alberta. 

MR. SINCLAIR: We want to assist the 
Commission in any way we can, and not in any way 
disturb the even tenure of the presentation. 

Q. Now, Mr. McCoy, in regard to Exhibit 
79-C, "Average Revenue per Ton-mile and Corresponding 
lengths of haul of Commodity iovements Reporteg in 
9 Waybill Analysis reports by Rate Category" ,would 
it be possible for you to supply the revemie for car 
line figures? 


A. We could make a run at it. I think we 


i a i 


nM ow 
‘ 

4 ’ 
Pie 
fay hy t 
nv 


devant SUM: ti aa sis ai ny 


om Laupe eet 1 wantaae, a a3 fen a aa | 
| -viniisdt9d 10 aki mp if id q ® Ve en a i a 

an ..Yabei199 Laue Pey =o, EA AIOMIE, FM 
ORE OF, traw Oy iat covediasio 0 Reyne broke? oe a 


at etretto auiortemtsrt ase veh at KS 
_ sGhdimieo da tt tag moat, aotaes a : i 


@6 .sbens0 avetesw asorton Sele, somos m Be 7 a 

ano ear yiao Yo lwent rr ‘lied a. m ca a i 

to, sonkvewd sxe to Joomertevog wy deat .tnelto B is 

eee  ssdusdra Jr 

acl Sphees of tna ow sATATOMEE a a ni hn 

vow Ye ab Jom brs cfB9 ow Yaw yne nt goken imma) | 7 

snobtetaggena sits to onnuisiod fove. ont divse lp | | 

tidfixs of bitsged ot yo! oth. mm ME 8 pyc hay 
gntbaowaes 00 bas ofin-aor hood ouneveli egsiovA", 9-5 
ommIOD to Lud ‘to artanel 

yi ‘ ox. etaytsni aa 


at fedaoges a? taemeve) Yebb 
at sR? baoee: a a , 


ewxntdd I it os ua | 


i 
; Lit rie uy : : I 
a i ty 
i: 7 7 5 77 at 0 ; 
# ir é - eh 


; Me, 
i 
Pe. dea ne Few e 


ay ee ‘9 : i xi ae, eat ‘Tibe : 
Fa Pt re aa batt) ht ae Wen ‘i 7 


< 
ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO McCoy ;.cr.. eX. Sie 
(Mauro ) : 


could. If you would desire it, I think we could give 
it. to you. 

MR. MACDOUGALL: This information on exhibit 
79-C is taken from the waybill analysis which is 
available to my friends just the same way as it is 
to us. The car miles statistics are there. 

THE WITNESS: Excuse me, sir, before you go 
on. You want another column to the right of the 
average ton per mile column? 

MR. MAURO: Yes. 

MR. MACDOUGALL: Mr. McCoy is a reasonable 
man, and could take it out of the waybill analysis 
and have it for Mr. Mauro. I do not object too hard 
over it, but Mr. Mauro could do exactly the same 
thing himself. 

MR. MAURO: I am quite aware that we can 
take off the same figures, but I wanted it as part 
of this exhibit, and I would ilike ‘to put it}in i> 
as part of Mr. McCoy's exhibit. 

THE CHAIRMAN: You want the figures placed 
side by side? 

MR. MAURO: Right. 

MR. MACDOUGALL: If he places them side by 
side, I am aire Mr. McCoy will tell him if he agrees 
with him. 

MR. MAURO: Is Mr. McCoy going to be here? 

MR. MACDOUGALL: He will be here anytime 
the Commission wants him. 

THE WITNESS: Mr. Macdougall says I am very 


reasonable. I try to be, at all times. I hope he 
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will not be unreasonable. I want the month of March 
down south. I hope it won't be with the Peek on: 

Q. On page 6 of the precis, Mr. McCoy, 
with reference to your table on page 6 headed "All 
traffic excluding grain and grain products", if you 
compared the revenue per car from 1951 to 1958, 
would it have increased? 

A. I would have to make that comparison, 
sir, I haven't taken it out. 

There, again, as Mr. Macdougall has said, 
this . information is from the waybill analysis and 
this can be worked out by either party. 

Q. You étinaoe say now? I don't want 
you to woevnehis out, Mr. McCoy, but I was wondering 
whether of your personal knowledge since 1951 the 
revenue sek car has increased? 

A. I would not want to make a statement on 
that without checking it, sir. 

Qe In the same vein, has the revenue per 
ton-mile inereased Since 1927? 

A. Since 1927? 

Q. Yes? 

A. We would have to check our records sir. 
My recollection is that it has increased. As a matter 
of fact, it has increased since 1951, and I would say 
the same thing would apply to a 1927 comparison. 

Q. What about revenue per ton-mile on grain 
Since 1927, per revenue ton-mile? 

A. I would say it remained constant. Well, 


it fluctuated around, as this exhibit indicates, between 
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4.9 cents per ton-mile to 4.93 cents. It would 
probably be in the same category. 

Q. And, also, the revenue per car on 
grain from 1927 -- do you know if the revenue per 
car of grain has increased since 1927? 

A. I don't know whether that is available 
or not. We could find out. 

THE CHAIRMAN: They are 60 ton capacity 
cars. 

THE WITNESS: They are 60 ton capacity 
cars, sir, 

Q. What were they in 1927? 

A. I have a basic material book here, I 
don't eG how far back I can go, sir, but I will do 
my best. These are the average loadings. 

Q. It would be about 40 thousand lbs. 
capacity in 1927? 

A. I cannot go back to 1927. I can go 
back to 1948 in the information readily available, 
sir. And, speaking from the combined statistics of 
the Canadian National and Canadian Pacific on wheat 
in 1948, the average load per car -- this is all over 
Canada -- is 51.5 tons. In 1958, it was 55.5. 

Q. How about 1927? 

As I haven't got that here, sir. 

Q. How far back do you go there? 

A. 1948, 

Q. Perhaps that information --- 

A. This is from Railway Association of 


Canada statistics. They are public knowledge. 
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j Q. Going back to 1927? 
A. I don't know about 1927. I don't 
know, 

Q. I think you would agree that the 
capacities from 1927 to 1958 have increased 
appreciably? | 

A. Yes, the same as the harvesting of 
grain has improved. 

Q. Would the revenue per car increase 
along with increased capacity? 

A. The gross rate would increase, but 
that would be automatic. 

Q. Would not the net rate per car increase? 

A. I don't know about that. So far as I 
know, there has been no study made of our costs in 
1927 as compared with 1948 or even 1958 or 1959. 

THE CHAIRMAN: All right, gentlemen, we 
will adjourn. 


---Luncheon adjournment. 


(page 3128 follows) 
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---On resuming at 2.00 p.m. 


THE CHAIRMAN: All right, gentlemen. Mr. 
Mauro? 
| MR. MAURO: Q. Mr. McCoy, I would ask you 
to turn to page 7 of your precis. You quote there, 
before the part which is the Judgment on the 15% Case 
in 1956 -- the part which, I think, we are all par- 
ticularly interested in is the statement which reads 
as Follows: | 

"These factors indicate that it is the 

freight rate structure itself which is largely 
responsible for the situation in which the 
railways now find themselves, rather than any 
defect in the ‘requirements! formula. This 
difficulty is iutenedtiee by the fact that the 
grain kraftic within Western Canada is carried 
at statutory grain rates which cannot be in- 
creased and which yield only one-half cent 

per ton mile compared with the general average, 
including statutory grain, of about 1.4 cents 
per ton mile, or approximately 2 cents excluding 
sugeuises grain." 

It was my interpretation, and is my inter- 
pretation, of that quotation, Mr. McCoy, that the 
Board is saying that it is the freight rate structure 
which is largely responsible for the present railway 
problems, and that these problems are intensified by 
the statutory grain rate. Do you agree with that? 

A. Well, frankly, I don't quite understand 


your question to me when you say "the freight rate 


; 


4 
+ 

ak? 
Ors te 


pre bse a an ‘4 “we e 
LOY Hes bewow tet m vats. fl 


a rts ots. ow antes 7 t | ‘a 
ebase, Mott | dnemsaade end, 6, sa Pn anil ar 


ott gf ot Jedy eteotoat 4 todost, | 
YfegxBr at dot eiw ‘Meast PURE DIY, eine tigtest., 
stig dohstw at te edt not ofdtenoqaet 
yes. edd idle tov Eons batt won ayswiist 
emethupert* ond, mh, Hosted. 
edd. tedt Joe. edd wed betateaedar ek gtivoltI Lp |. 
bet ysso at sDsngp rede aW abddhw ot Viet ater 
“rit ed donnso AotW eeter misca yrogudada te 
‘nso Ifedt-sno Yloo blety dotdw bas beaseto . 
pone nae ferstes ot Achy Sereqmoo elim not req 
| eine of tyes to ~ntawy yrosudst gritberf ont 
gniboloxe adnes S vledemixorggs to ,ofim mod ‘seq 
| Tait italia 
' rey set Ym esw JT 
edy Jedd .yodoM Ll dace ted? lo ,motisterd 
suiowise sisi tdgytott ed¢ ef vf ded3 gntyse at brsod 
ySVELsy taseetq eat be renee visgisl£ at dotdw 
ve Delitenssnt ons: smeb omg eearit tent bas ,ameldorq 
Ttadt dttw sees soy a | . oven atsyg Yrotudsse odt 
bastaxshays otiup t'neh I cvtsinar flow oA va " |= 
over dngtert odd” yee Oy sroiy amt os moLtaeup Woy 


Bia? sLsimrret ha: 


“Teomt vir et brie. Ol te 


< 
ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO McC Oy, Ccr-exX 3129 
(Mauro ) 
structure itself." You have lost me, and if you could 


explain a bit more 

Q. Iwas going to. That is the quotation 
from the Board. 

we Yes, I appreciate that; but the freight 
rate structure itself naturally changed as our expenses 
increased. When you have one large segment of your 
traffic frozen then the other segment changes. Natural- 
ly, there is a difference. 

Q. Welly oe Vaso 6 

A. They say, as I interpret your question, 
the requirements formula controls, rather, the rate 
Structure itself. 

Q. Well, they are not saying that there are 
no defects in the requirements formula, but that the 


freight rate structure itself ... 


A. Yes, it has got out of line because one 

Q. But they do say the difficulty is inten- 
‘sified? | 

A. Yes. 


Q. And the difficulty there is the fact that 
the grain is carried at statutory grain rates; but that 
hasn't created the difficulty. The difficulty is in 
the freight rate structure itself. 

A. well, I den’t think I would go on that, 
because, frankly, "the freight rate structure itself" 
automatically includes statutory grain rates. You 
can't get away from that; and the difficulty is created 
because the statutory grain rates do not change upward 


and downward with the other rates. 
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Q. Assuming that the Board meant what it 


appeared to are that the freight rate structure is 
largely responsible for the situation in which the rail- 
ways now find themselves, and that the difficulties 

are intensified by the statutory Peat an and 
bearing in mind that the Commission have prepared two 
complete cost studies of the grain trade -- the carriage 
of grain -- I wondered whether a similar study of the 
other aspects of the freight rate structure have been 

so completely investigated by the Canadian National? 

A. No, they have not; for the simple reason 
that the other rates have changed, and in the construc- 
tion of any rate, when we are getting into a marginal 
rate, we naturally get our costs. We have done a lot 
of investigation in the last few years, particularly 
on competition issues, to get away from our normal rate 
and into what I would loosely call low-spot rate costing 
In other words, that would apply to both agreed charges 
as well as competition rates. 

Frankly, costing is increasing at all times, 
and, naturally, with a large part of your business at 
the 1899 level, we felt it was in our interest to make 
a complete cost study. 

Q. Isn't it true that there is a body of 
opinion building up that perhaps the whole freight 
rate structure needs reappraisal; that perhaps the 
value of the service principle as presently enunciated 
is not the most effective basis of rate-making, con- 
sidering the new competitive techniques and technology 


that are in use now? 
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A. The value o& the service principle will 
always be with us, and whether or not it has otived’ 
its usefulness is debatable. 

Personally, I feel that the value of the servic 
principle could never be discarded, because as long as 
the railways find that the ratesbased on the value of 
service are such as to permit free movement of traffic, 
with appropriate profits to the railways as well as to 
their patrons, there is not much wrong with it. 

I agree with you that there is certainly a 
large opinion building up that it should be gone into 
in detail, but if you are going to do that I would think 
you would have to take in the entire picture. You would 
have to investigate industry's costing method --- 

Q. I would say that you can't look at the 
grain cost in a vacuum, and I agree that you can't 
look at the economic factor of the railroad business in 
a vacuum, because there are other factors such as labour 
cost. 

A. Yes, absolutely. 

Q. I agree with you; but I was told by some- 
one that I discussed this problem with in the United 
States that the new concept of value of service might 
be, instead of the value of the commodity itself, the 
value of the service performed vis-a-vis the mode of 
carriage. In other words, what is the most efficient 
mode of transporting goods or people rather than the 
value of the actual commodity being shipped? 

A, That could be one element; I will agree 


with that. But I might say that I do hope that 
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Canadian railways will not get into the jackpot that 
the United States railways are in. 

Q. How much goods are being moved under the 
class rates, Mr. McCoy, in the C.N.R.? | 

A. I haven't got that with me here. 

Q. Would it be more than five per cent? 

A. Percentagewise I wouldn't think it would 
be much more than five per cent; but you must remember 
that the railways themselves brought the situation out 
to a certain extent by the establishment of a mixing 
rule. That would be about five or six years ago. 
Before that we found a lot of less than carload traffic 
in pool car operation. | 

Q. Would you agree with the suggestion 
that,on the basis that a classification is only moving 
five per cent of the traffic, perhaps it is time to 
reassess the whole classifications and restate them in 
the light of your own practices today? 

A. That would seem to be all right, on the 
face or. ab. But you have got to look at the human 
element. 

I will go a little further. Let us assume 


for the moment that we put, say, fifty per cent of our 


traffic under a class rate. Automatically, local 
traffic managers -- industrial traffic managers -- who 
are very allergic to any class rate, would say: "I 


have got to have something better than the class rate" -- 
no matter what the level may be. 
In other words, the human element enters 


into the matter, and whether or not a complete 
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reappraisal or readjustment would bring about any de- 


sirable results, I don't know. You would have to 
experiment in that. But I can assure you that industry 
-- particularly western industry ~- would be very 


allergic to see any class handling. That has been 
the history of the past, and I think it would be the 
Same in the future. 

Q. You will agree with me in the opinion 
that when a system, namely, the class rates, are moving 
five per cent of the traffic perhaps, then, the class 
rates should be readjusted to reflect the present 
situation? 

A. That is a rather debatable point, as I 
see Eee 

Q. At page 9 of your precis, Mr. McCoy, 
in the last complete paragraph, you say: 

"At the time rates on grain and grain 

products were established on September 1, 1899, 
on the Crow's Nest level in compliance with the 
provisions of the Crow's Nest Agreement, these 
commodities were rated at 8th Class in the 
Canadian Freight Classification, and remained 
on this rating until March 1, 1955." 

My question is: Following the Crow's Nest 
Agreement what percentage of grain in Western Canada 


moved under the 8th Class? 


A, May I ask you if you mean in 1899? 
Q. After the Crow's Nest Agreement? 
A. Well, I am afraid I couldn't answer your 


question. The Canadian National wasn't even in existenc 
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at the time. I suggest that you ask the Canadian 
Pacific. I don't know. 

Q. It is my advice, and I am advised that 
this 8th Class was a purely paper rate, that there was 
no movement of grain under the classification? 

A. That may be; I wouldn't dispute that; 
I couldn't do that. I don't know. 

To give you a general answer, I do know that 


there were commodity rates under the 8th Class in 


certain series, 

Q. I refer you to page ll of your precis 
and to Statement NT-105 which indicates ane Winnipeg, 
on the short rail line, a distance of 419 miles and that 
the statutory rate to Fort William is 14 cents per 
hundred pounds. The percentage ratio of that rate to 
the September 12, 1927, 8th Class rate is 31.1 per cent. 
Whereas the rate from Winnipeg to Fort William is 14 
cents per 100 pounds. If that were to be increased by 
(100 per cent the rate would be 28 cents? 

A. Well, if the Commission here rules that 
we should be compensated on the basis of 100. I didn't 
put a firm percentage on it, because I have mentioned 
123 per cent as bringing us out of the hole. We 
haven't put in any specific amount. We have left that 
up to the Commission. 

But looking at page 13 -- the bottom of page 
13 and the top of page 14 -- the last sentence reads: 

"Consequently, we have submitted the 

information on rates past and present applicable 


in Canada and in the United States along with an 
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indication of the level that established rate- 
making principles would suggest, in order to 
assist the Commission to determine what would be 
a just and reasonable level of compensation." 

Q. Have you proposed any rate from 
Ripa vaw ie neee wiser! 

A. IL don't recall that we have in this 
submission -- not a specific rate; but, as you say, 

100 per cent would make it a 28-cent rate, and that would 
bring us back to exactly the rate that was in effect 
in 1884. 

Q. At the foot of this page -- the last 
complete paragraph on page 11, Mr. McCoy -- you say: 

"This method of rate adjustment, if 

followed to a conclusion, would seriously dis- 
tort the existing rate pattern, and it 4a our 
view that, as the geographical centre of the 
grain-producing area now lies in Saskatchewan, 
an acceptable key rate could be the Regina to 
Fort William commodity rate, presently 28 
cents per 100 pounds." 

Since under the proposal, as I understand 
it, of the Canadian National it is intended that there 
would be an increase in the cost to the shipper why are 
you Seuecanae Tien distortion? 

A. Well,we feel that from the realistic 
rate approach, the railways, on this particular traffic, 
should not unduly distort the rate pattern. Mark you, 
we have no illusion but that industry will do that. 


We feel, in fairness, by keying on Regina -- which is, 
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perhaps, the centre of the wheat~growing area -- we have 


taken a realistic approach, and certainly the railways 
are not going out with any idea of deliberately up- 
setting the applecart, so to speak. 


(Page 3140 follows) 
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Qe But your proposal here, surely, is 
based on costs and not just sort of relating it to 
arate basis; your complete statement is the 
cost analysis. 

A. Well, it is really our cost analysis, 
certainly, I have no objection to saying that, but 
if you feel we are wrong and you have another 
suggestion, as long as we come out whole in the 
matter, I think we will be very glad to have it. 

Qe I was suggesting that, perhaps, the 
costs, for example, fron Winnipeg to Fort William 
should be a governing factor rather than the flat 
percentage increase across the board, and especially 
since the shippers are not involved in this, so it 
will not disturb any rate relationship at all. 

A. That may be, but as far as costs are 
concerned “if you are going to relate your costs only 
from Winnipeg to Fort William and you haul the bulk 
of your business from the Regina area to Fort William, 
there is going to be something out of line. 

Q. The rate from Regina to Fort William 
will naturally be greater than the rate from 
Winnipeg? 

A. Yes. I misunderstood you. 

Q. That is the main point; the cost 
factor should be reflected upon each major point. 

At page 12 of your precis you refer to 
statement NT-106, which is Exhibit 79-G@, and that is 
a statement entitled, "Rates on Wheat for Hauls in 


western Canada Compared with Rates for similar hauls 
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in Western United States". And now, you specify the 
rates on wheat to Duluth, and I was wondering and it 
might be of a little assistance to the Commission 
and to myself if you have any idea of the rates on 
other grain to Duluth? 

Ae We could get tre information; we could 
review the tariffs, but it is my understanding they 
ee the same. | 

@. And then, the other question in 
conjunction with that which would be of assistance 
to us would be the minimum weights in the United 
States. 

A. Well, we get that from the tariffs, 
the same as we have in Canada. 

Qe I think it would be very helpful to 
the Commission to see that. 

A. We can undertake that study, sir. 

Q. Would you also provide us with the 
figure for movement of grain on domestic rates for 
the equivalent distances in Canada, and the American 
rate on each? 

A. What you have in mind, if I understand 
you, is you want the rates on domestic erain from 
York, North Dakota to Duluth, 

Q. That is right. 

A. I don't recall at the moment whether 
or not there are any specific furtherarice rates to 
Duluth. I knaow that there are special rates or 
proportion rates, as we call them in our phraseology, 


from Chicago, but whether or not there is a 


mt te tee ne 


a peso a ee eee eg eg rs a 


ab aetdwesp aiclet ond sti ‘hab ae Ved jew a 


eonsjeteas to ed bivow dodo sede adtw oncsauniaae 


botha and wk ete tew aumehctia ont od: Siow a 08 


cattbasd ed mort dedd toy ow Lom ae 


-ebees. nb ote ‘Ba omen: ‘ond 
ime ea 
.tedd 998 ot se taetmnod ont 
ote . Youde tandd olacroba mage. ies Pele et Nectar ay 
ond dtiw a sbiveda oats wey ee 
TOR estes oljeamob. i) aierg: to Snemevom 110%: enwart 
asoliemA sid bas < ebseusd mt seonstatD daeLevtups ons 
tdose no eter 
bnatervebnir 2 iL baka nt iti $208 3) jhe) ” 
mort obeta en no Beta ont taew voy at: 2 SOY 
“idan ot sitoxed ddro .10¥ 

stdais et tad? = 4p 
seridery Snonom ont Js Liseew feeb Tihs + dow 
ov ges oomanectifmat: olthoega yns s1s sient ton ‘to 
1 asvsy Iekseqe | 918 ered. stadt wordt Bi. seiduLod 
eYaclosasniung wo WE meets Iise OW BB .eedB7 Se 
s ef etedt dom 3 meddedw ed .opsotHO mont 


i ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO McCoy, cr. eX. 3142 


(Mauro) 


differentiation of the rates from Duluth for domestic, 
I don't know that, I would have to check it. | 

Q. I would also like to know the 
' equivalent mileage rate in Canada. If you are using 
York, North Dakota, as 420 miles, could you get an 
equivalent of 420 miles for the domestic rate in 
Canada? 

A. We could use our western Canadian 
mileage. 

MR. MACDOUGALL: Would you be satisfied with 
two or three of those, or representative ones? 

MR. MAURO: Just a couple there. 

THE WITNESS: Would you like to pinpoint 
something on that? It would help us a lot if you 
did that; the origin. 

MR. MAURO Q: My advisor says it doesn't 
matter; it is on a mileage scale for anyone you want 
to choose,that would be satisfactory. 

Avis Aller pent, 

| Q. Do you know, Mr. McCoy, what percentage 
of the grain moving to Duluth is for export?. 

A. No sir, we wouldn't have that 
information. 

Q. That is rather an important distinction, 
is it not, Mr. McCoy? 

A. Well, if you mean from a transportation 
standpoint it might be an important distinction, but 
I think you will find that the greater use and 
consumption of grain grown in the United States is 


in the eastern States. In fact, what the percentage 
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is for domestic use and as far as export is concerned, 
I don't know whether or not we could get that, I 
doubt it, but your concentration of population is 

not at Duluth, I will admit that. 

Q. But I mean moving for domestic 
consumption as opposed to export. .The reason I am . 
very interested in getting that figure is because even 
here in Canada the Canadian railways move grain from 
Port McNicoll to Montreal and from Fort William 
to Saint John's at rates as low as or lower than 
row can return, and they tell us that this is 
necessary in the export trade am to generate 
traffic. 

A. As Mr. Edsforth has said, the Canadian 
Pacific railway and the Canadian National railway 
are in the same jackpot in that when we look at 
these reports we find that for many years Canadian 
lines have, as you know, adopted the policy of using 
Canadian ports to a great extent; perhaps not to their 
dollar enhancement; we may have lost money, I don't 
know, but we certainly can take a pat on the back for 
our zeal in trying to protect Canadian ports: 

| Qe And also to protect the Canadian 
export industries and I think that is why it is 
important for this Commission, if the information is 
obtainable, to ascertain in regard to that exhibit 
the percentage of grain moving in the United States 
for domestic consumption and the percentage moving 
for export consumption, in order to assess the 


position of movements here in Canada. 
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| A. Of course, Mr. Mauro, assuming that : 
we do get the information to Duluth, which I doubt, 
there is the other factor to look at; you have 
western grain moving through Canadian cities and 
Canadian ports, and in that respect you only have 
avery small portion of the entire picture. I would 
thank you very much if I could get that information; 
we can get rates, pnareye exact tonnages from places 
like New évtedne would be an impossible task. 

Q. I was wondering if there were 
statistics as to the actual consumption in the 
detiestictmarket of American grain and the amount of 
movement to exporters. 

MR. MACDOUGALL: You remember, I think, 

Mr. Sinclair spoke about it yesterday when asked by 
someone to get the breakdown between the grain 

coming to Fort William that went to Sine! 6xpe'rt 

and that which went to domestic channels, and that 

he was unable to do that, and I would doubt very much 
from what I know whether Mr. McCoy would have any 
luck in trying to find the breakdown between domestic 
and export grain going to Duluth; I don't know how 
he could get that. 

THE WITNESS: The only source I could think 
of would be tke United States Department of 
Agriculture. 

THE CHAIRMAN: I think it is a question of 
lower rates from east of Fort William indicating, 
in any event, how the railways are being used as 


an international power. 
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MR. MAURO: That is the point, and perhaps 
I wasn't very subtle. You can't compare the American 
rates with the Canadian rate unless you know whether 
it is a movement for domestic or export use, and we 
have different rates in Canada; that was the only 
purpose ofesne question, 

Q. Now, on page 13, Mr. Mauro, the second 
line of the complete paragraph you say, "also this 
traffic produced only 6 per cent of ihe total Canadian 
National (Canadian Lines) revenue, but required 19 
per cent of the total freight transportation service," 
Could you tell me what you mean by "freight transporta- 
tion sérvice"? 00 ¢ 

A. The amount of their hold; in other 
words, it consists of 19 per cent of the total work 
which we performed in freight service in Canada. I 
| don't think I could go further than that, I think it 
is self-explanatory. 

Q. Is that net ton miles or car miles 
or tonnage train miles? 

AW soTt 4s - Mr. Bandeen's exhibit here, 
Exhibit 57-JJ it is the revenue ton miles. 

Q. Revenue ton miles? 

A. Mr. Bandeen is the man that you should 
request that information from, sir; I think it is 
in Exhibit 57-JJ, that is where you get the 
information from. 

Q. So that we can interpret "freight 
transportation service” as revenue ton miles, that... 


it represents 19 per cent of the revenue ton miles? 
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TORONTO, ONTARIO (Mauro ) 


A. Yes sir, revenue ton miles. 

Q. Do you know what the percentage of grain 
train miles of total train miles might be? 

A. No sir, I haven't got that. 

MR. MAURO: Well, I understand also that 
At 62 en recall correctly Mr. Bandeen said he had 
worked out some kind of a figure, and then he worked 
out an equated figure, and maybe, Mr. Macdougall, if 
it is available you might let us have that; the 
percentage of grain train miles and total train miles. 

MR. MACDOUGALL: Well, I remember you asked 
Mr. Bandeen for that information and you got an 
answer from him on the point. I think he told you 
that the information was in the working papers and in 
the precis he filed and you could get that information 
yourself. 

| MR, MAURO: We could get it ourselves? 

MR. MACDOUGALL: As I recall it. 

MR. MAURO Q: I am advised, Mr. McCoy, in 
the same general approach to earning traffic patterns 
and traffic imports that it is also correct that 
passenger train miles in 1958 represented 36.5 per cent 
of the total train miles in the Canadian National system 
and only 7 per cent of the revenue. 

A. I am sorry, sir, but you are away out 
of my field when you are talking about passenger 
revenues; I am not qualified to discuss it. 

Q. So, you wouldn't be able to - you said 
at page 13 in the last paragraph, "These statistics 


are mentioned to stress the importance of the economic 
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problem faced by Canadian National in handling this 
grain traffic." What about the economic problems in 
handling passenger traffic? 

A. I am sorry, I am not qualified to 
discuss passenger matters in any way, shape or form. 

Q. You would have no idea what passenger 
fares would have to be increased in order to --- 

A. I couldn't approach that. 

MR. MACDOUGALL: I think we have informed 
the Commission - I don't know whether formally or not - 
that it is our intention to make a statement in respect 
of passenger train service in response to the 
Commission's indication of its interest in this subject, 
and we will do that at a later date, at which time this 
question can be asked. | 


THE CHAIRMAN: Thank you. 
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“ ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO McCoy, cr-ex 3148 
(Mauro ) 


Q. I have one final question, Mr. McCoy, 
with reference to Exhibit 79-B, whieh is an exhibit | 
entitled -- that is right, it is 79-B -- and my question 
is whether any of the commodities listed in that exhibit 
are shipped from Manitoba to Vancouver. This is in 
line with what Commissioner Anscomb asked me this 
morning as to whether or not we were sort of carrying 
on a fishing expedition or whether we had any particular 
product in mind vis-a-vis the eastern market. 

| My question now is: have you established a 
number of agreed charges to permit eastern manufacturers 
to compete in the British Columbia market against for- 
eign competition? | 

A. Agreed Charge 71 includes Manitoba, 
and outside of that I don't see anything here from 
Manitoba. But I do say that if there is any movement 
or any traffic offered from Manitoba and we can get it 
by rail we will certainly be glad a make an appropriate 
rate. 

Q. What about item 82, oil, edible and 
hydrogenated? 

A. I do not know of any place in Manitoba 
where it is produced, 

Q. Where edible oil is produced? 

A. In Manitoba? You may have some, but 
I don't know of any. Certainly all three points in 
the Agreed Charge are Canadian National, also Canadian 
Pacific, and I do not qualify myself to speak for 
Canadian Pacific. 


Q. What about pipe, pressure, cement 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO McCoy, Cr-@€xX 3149 
(Mauro ) 


containing asbestos fibre and couplings? 

A. I would have to check the western rates 
to determine what they pay today. They may have a 
competitive rate or low commodity rate. But certainly 
I can assure you that there is no question of trying any 
discrimination or trying to block any western Canadian 
manufacturers out of any Canadian markets. 

Q. I wish to put this question on the record. 
It. would be helpful if we could get some appreciation of 
the type of traffic represented by each one of the 
classes. Would you please file with the Commission one 
commodity which "you, as a traffic expert, consider 
typical of each of the following classes: 100, 85, 70, 
55, 45, 40, 33, 30 and 27? | 

Would you give also to the Commission what 
you consider to be the effective rate on each one of 
those nine --- ) 

A. You mean the rate under which the traffic 
actually moves? 

Q. Yes; just using your best judgment, the 
effective rate on each of the pe hayes you have just 
named --- | 

A. We would have to go by the freight analysis. 

Qi --- between Montreal and Toronto, and if 
we could have the rate in 1920 and the rate in 1958 

MR. MACDOUGALL: I may not have understood 
this. Is Mr. Mauro asking for Mr. McCoy to tell him what 
a representative commodity would be that moves under 
Class 185, and so on? 


MR. MAURO: Yes, from Montreal to Toronto. 
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, ANGUS, STONEHOUSE & CO. LTD. sit, 
TORONTO, ONTARIO McCoy, cr-exX 3150 


(Mauro ) 


MR. MACDOUGALL: Surely that is the purpose 
of the freight classification which is on file with _ 
the Board. Anybody who has a copy of that could look 
We the commodities listed in each of the groups, and 
that is as available to Mr. Mauro as it is available to 
any man on the street. I hardly see the necessity of 
putting Mr. McCoy to this -- there is no difficulty, 
but I do not see the point, Mr. Chairman. 

THE CHAIRMAN: Before we direct Mr. McCoy 
to answer that question by furnishing the material, we 
will check with out own advisers. 

MR. MAURO: You see, sir, we would like to 
tie it up with Exhibit 79-H where they have given from 
September 17th, 1920, the statement showing what rates 
in effect September 13th, 1920, on wheat from repre- 
sentative origins in Western Canada to Fort William 
would be if subjected to all subsequent general 
freight rate increases or reductions authorized by the 
Board of Transport Commissioners; and we would like 
to see a similar type of statement showing what the 
effective rate is on representative commodities under 
the classes suggested, along with what the rates would 
have been had that commodity taken all of the increases 
to December 1st, 1958. 

| MR, SINCLAIR: 1899 to 19 --- 

MR. MAURO: No, 1920, just the same as the 
C.N.R. have done here, 
| THE WITNESS: Of course, the railway may not 
handle the business, particularly for a large section 


of the year. We are not comparing like with like when 
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TORONTO, ONTARIO McCoy, cr-ex SLoL 
(Mauro ) 


you are comparing Montreal and Toronto. I have no 
objection to comparisons, but I should like to compare 
like with like. 

THE CHAIRMAN: Mr. Mauro, that has been 
objected to, and we don't want to clutter up the record 
with unnecessary things, and if we feel accordingly it 
will be done. 

COMMISSIONER MANN: One question that has 
something to do with the discussion you had earlier 
with Mr. Mauro about vegetable oil going eastward 
from the prairies. Is there an agreed charge on 
the rape seed oil? 

THE WITNESS: My recollection is that there 
is. I would have to check that. 

| COMMISSIONER MANN: | What was the reason for 
making that agreed charge? 

THE WITNESS: I would have to check. L 
would test my memory if I gave you an answer. 

MR. MAURO: I am advised that there is not 
an agreed charge on rape seed oil; it is a commodity 
rate. 

COMMISSIONER MANN: I would like to have 
that checked. 

THE CHAIRMAN: Mr. Doherty? 

MR. DOHERTY: I have no questions. 

THE CHAIRMAN: Mr. Dickson? 

MR. DICKSON: Thank you, Mr. Chairman. 


CROSS-EXAMINATION BY MR. DICKSON: 
. Q. Mr. McCoy, first of all, one or two 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO McCoy, cr-e@xX 3152 
(Dickson) 


quest ions on these movements which are excluded from 

the. Waybi11 Analysis, those appearing at the bottom of. 
the page of your memorandum, Exhibit 79, and in par- 
ticular the traffic originating or terminating at rail 
points outside of Canada. Can you tell me what the 
volume is, expressed in either tons or ton-miles, 
approximately, which moves under that particular heading? 

A. No, sir; I have not got that particular 
information available. 

Q. Could that be obtained? 

A. It would be a tremendous Job, sir. I 
certainly wouldn't want to undertake it, because, after 
all, when you look at the interchange points at the 
border with the United States carriers -- and what it 
would show I frankly don't know, because, dollarwise, 
Canadian railways only get a portion of the revenue, 
and you would have varying divisims by each gateway. 

It would be almost impossible to get something 
realistic within a reasonable time. 
| Q. Leyditr a substantial movement? 

Ay Yes, it is; there is no question about 
that. As a matter of fact, Exhibit 58-14 in the 
Revenue Case shows that our international overhead 
import, export and other related traffic contributed 
$159 million. 

Q. Out of a total of? 

A. 557.7 -- 27% per cent. There is a 
large movement of newspaper from Canadian mills; as a 
a matter of fact, there are two or three trains a day 


out of Rosebud. 


i Rico upeR 


St tts 2809 mteill 
wWellmaot To ertot 1 te nd be 

| Tgatbserd malvotdase todd reba as = 

rsixoieeg todd gon tow vt Fmt 8 


Sbentigido sd’ tarts + ei ee nto ("73 

T " :snke (dot erebrement Bag: biuow aE eI | 3. 
is Sas0sd . tt alétrsbow of Jew eMab Low elatstrso for 
. oid 3s admtog synsdotstat edd seGOL Woy nedw . Lis 
| dt tet Bee -- atelstso edtsaJa betta emt dtiw rebrod 
| sekwasllob ,entsoed . wood t! tob: eldest I wore Dlisow 
| | LHHEVSt ols to detinog s: jeg Yiao ayewlist netbsnsd 
| 
| 


= 2 


JYewsdsg nose yd ambeivid aniyyev sven Bivow Joy bas 


achitvenos 392 oF eldtexorumt seouils ed Dluow tI yu | 
| -omtd oldsaoasey 8 atddtw oltetisern ja 
| igh ila uae iad clea Qo 
| tvods notteenp om at erect :et Jt ,eeY¥ oA ee | | 
| | od? at AL-88 sta basa <$982 lo vetded se eA . tent re 
. | | beedievo [snottisaretnt suo send ewode %680 eurevel es 
Setudiacnos otVierd bedefer waddo bas tuogqxe  troqmt | 
| | HOLL itm Card - 
$% Lstot s to dud Gp " 
S ef stei? +. tags soq 47S -- FT. 7ae A es 
& es ;efitm neibened MOTi tegsqewen to tmenevom egust | of 
ved s -entisrd contd Fo Owe stm (1edd toe to tetdam s | tS } 
-budeeofl Yo tuo fgg 


< 
ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO McCoy, cr-ex 3155 
(Dickson) 
Q. Does that move on a ton-mile basis above 


or below the revenue per ton-mile which you show on 
page 6 for all traffic excluding grain and grain pro- 
ducts? 

A. You mean as a through movement or just 
the Canadian mines proportion of the through movement? 

Q. Let's say as a through movement? 

A. I have never made that comparison, | 
because we have to be governed more or less by the level 
of rates: in the United States. In other words, the 
Canadian railways, when they are transporting inter- 
national traffic, are largely governed by the rate 
levels in the United States, and to put a ton-mile 
figure on it -- the only thing you could do would be 
to get your Interstate Commerce Commission figures. 

Q. But within your hietaetanu do not have 
any revenue per ton mile for this traffic? 

A. No, sir, not to my knowledge. As a 
matter of fact, it would be a tremendous task, because 
your divisions or your proportions are not the same, 
all gateways. We have probably four or five inter- 
change lines, say around the Niagara frontier, and 
divisions, of course, are not lovely property, but I 
can assure you they are only as a result of hard 
bargaining. 

Q. You don't know whether that is a figure 
which would depress or inflate these revenue figures? 

A. No. 

Q. Can you express any opinion on the rail- 


lake-rail movement? 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO McCoy, er-exX 3154 
(Dickson) 
A. In the rail-lake-rail movement you 


will find the rates are differentially lower than the 
all-rail rate. For instance, water routes do not 
nécessarily follow the rail routes. Our water route 
is through Fort Edward and north to Fort William. The 
rail route goes through North Bay, Cepreoid You wouldn't 
have the same distance. You are not comparing like 
with like, although you do have a lower revenue picture. 

Q. And the ocean-rail? 

A. I would understand that to be import 
through; in other words, from the U.K., continental 
and so on, and it would be hard to make a comparison on 
that, because ocean distances wouldn't help wat very 
much. 

Q. On page 4 you state: 

"The other two yardsticks which can be 
calculated from statistics in the Waybill Analysis 
reports are the average amount pfedevente per 
ton-mile and the average amount of revenue per 
carload." 

And then you continue: 

"Unless they are properly related to the length 
of haul, they should not be used for general 
comparison purposes." 

Now, would you turn to page 6? #£°To what 

extent do you relate length of haul for the movement 

of grain and grain products to the length of haul for 
all traffic excluding grain and grain products in 
trying to make some comparison between those two columns 


in revenue per ton-mile? 
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A. Well, frankly, I do not altogether 
understand the question. But if you will go to the 
table on page 6, we highlight the average haul of 
grain and grain products and also all traffic including 
grain and grain products. In 1958, 341 miles average, 
all traffic excluding grain and grain products, and 
the revenue per ton mile is 2.09 cents. On the grain 
traffic for more than double the haul, 852 miles 
average, the revenue is .50 cents. In other words, 
we have taken the average haul of all traffic and of 
grain and shown a realistic comparison of the two. 

But, as I say, I am not clear as to what is behind your 
question, sir, I am sorry. 

Q. What is the significance of the 
difference in average length of haul and the revenue 
per ton mile figures? 

A. Well, the significance is that for a haul 
of 852 miles in 1958 we only received half a cent a 
ton-mile, whereas ae a haul of 341 miles we received 
2.09 cents. In other words, on the grain we only 
received one-quarter of what we received on the other 
traffic. | 

THE CHAIRMAN : That is on traffic other 
than grain on a shorter haul? 

THE WITNESS: Yes, for a shorter haul. 

MR. DICKSON: Q. But on a longer haul, 
to make them proper and comparable, you should take 
like for like on the length of haul. Your precis 
suggests that unless they are properly related to 


length of haul they should not be used for general 


‘i es grate 
arte Pa as 


20 Bae otthew fle to fvans ott ove 


§ tCy,. Siesrinanle at bali ot 48\ neske tae cs & dane eum tue 
‘ iit sala hal Sec aE km: \wottaeup 
ents to anne haus ont ek Jendw ee ee ay 
| sumeves ols bis Lued to digtel egstsve at soneteItip | i eS 
| | :  tesmigt) elim not req | ) ae 
bist Swot Jedd ef sonsotiftagte sed AR 2. gules 2k Pind) ape | 
| © ime @ Wen bevtsoer yo ew BOL mt aetim 388 to i | 
| bevisosy ow Belin [HE to. Lvs 8 o>, asoreriw velin-not Rt | 
| Vino ew atewgs drt mo. eebuow yodte at ,a%ngo. 00.3 jer q 
| 
| 
. 
. 


Tedto edd mo bevioosy ow G8dw To tod xesp-erto bevieover I, 1c ; 


| | ey ee adhe et hY tard 
seito oftiett co eh JedT . MAMATAHO. ger 
. TMired teduoda 8 so-nteng naddt 
| fees tedcede «2 ot oY ‘:280yTIw aET 
clued tegael s to $e ef  SWOBROTA 2AM raed 
eles, bivorda soy oldarsqmes hrs rogerq medt olsm ot 
atoeng wo% ued Ro widgnel oit fo @MtLL tot elt, | 
2 ae ot bodgLer ylreqotg ems edt eeefaw dard adeogave — | 
[srereg 10% hosu sd Jom blonde Nedd Lush to ae | 


~ ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO McCoy; cr—-ex 3156 


(Dickson) 


comparison purposes? 

A. I think they should be used for general 
comparison purposes, but the average haul not being the 
same, you have to take up the realistic view. You take 
your average class rate, 652 miles in 1958, the average 
revenue is 4.05 cents; on statutory rates, 9852 miles, 
is half a cent a ton mile revenue. Now, a difference 
between 652 and 852 is 200 miles, but there is no other 
segment of the traffic other than the class rates which 
matehes up to the work we perform on the statutory rates. 
I think we have tried to give a representative cross- 
section in Exhibit 79-C on our normal commodity rate 
nas agreed charges, competitive rates and statutory 


and related class. 


(Page 3160 follows) 
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Q. Again, you aren't giving effect to the 
difference that went for haul, are you? 

A. Well, as near as we possibly can, I 
have given it to you in the class rate of traffic and 
the statutory. 

Q. Two hundred miles difference? 

A. Two hundred miles a heeatien's yes, that 
is correct. 

Q. At the top of page 5 you indicate the 
scales taper in favour of longer hauls, thus reflecting 
the distribution of relatively high terminal costs 
over longer distances and minimizing transportation 
charges on long haul movements. 

Now, am I correct in assuming that if this 
traffic on page 6 which you entitle "All Traffic 
Excluding Grain and Grain Products" were moving an 
average haul equal, say, to the grain traffic, that 
one might expect these revenue figures to be 
substantially reduced? 

A. I would not say substantially reduced. 
They would taper down, but certainly not substantially 
reduced. Definitely, not to a half a cent a ton 
mile. 

Q. There would be some reduction? 

A. There might be some reduction, yes. 
sir. 

Q. Now, further on page 4, near the bottom 
of that page in the last full paragraph, were you 
speaking of the joint submission in paragraph 34 -- 


about half way through, you say "the seeming decrease 
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in revenue per ton mile.” What is the significance 
of the word "seeming decrease"? 

A. The extract is: 

"The seeming decrease in the revenue per ton 

mile of the agreed charge traffic can be 

Recoulted for by the substantial increase 

in its average length of haul, the greater 

variety of commodities covered by agreed 

charges and also by the necessity of meeting 
market competition form foreign sources, 
particularly on the west coast". 

Now, we are dealing with agreed charges only 
in that paragraph. The average haul in 1949, as shown 
in Exhibit 79-C is 94 miles, the revenue ton mile 3.02 
cents. | 

In 1958, the average haul had increased to 
348 miles and the revenue ton mile, 2.47 cents, or 
a decrease brought about by the increase in the 
average haul. In other words the rates have tapered. 

Q. But there was an actual decrease in , 
ton mile revenue but, by reason of the decrease and 
length of haul, the business is still, in your opinion, 
profitable? 

A. Yes; sir, 

Q. That is the position? 

A. That is the position, yes, sir. 

In fact, if there are any unprofitable 
agreed charges, I would like to know about them. 

Q. In the case of agreed charges, the 


increase in the length of haulin spite of the decrease 
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in revenue per ton mile has had, in your opinion, 
the effect of keeping this as profitable business? 

A. Yes, sir. I would say that the agreed 
charges are definitely profitable business. If they 

aren't, IT am in an awful spot. 

Q. The, effect: of. the ineréease.in the, length 
of haul on agreed charges has a similar effect in 
considering grain and grain products? 

A. It can be related, but I would like 
to point out that the average haul under your st»tutory 
rates at 852 miles, as against only 341 miles on 
agreed charges. That's taking the year 1958. 

Q. Right. Do you recognize, Mr. McCoy, 
the increase in the average haul per ton mile of grain 
and grain products of approximately 100 miles as the 
taper-off shown in the period 1951 to 1958? 

A. I can understand -- you would have the 
758 figure as compared to the 852 figure. That would 
be largely due, no doubt, perhaps, to a change in 
your crops per year. 

Q. I suppose it might be affected by 
the increased amount of grain going through Vancouver, 
$00? i 

A. Well, I haven't got that in front of me. 
I know the handling through Churchill have increased 
during the past few years. 

Qe The fact remains there has been an 
increase? 

Ax Yes, Everything is changing, sir, 


but the statutory grain rates. 
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Q. You made a reference this morning which 
wasn't clear to me, Mr. McCoy, of publicity defeating 
you in an attempt to get an agreed charge on some 
attractive accounts. Would you mind telling us why 
that was? 

A. Certainly, sir. We made an agreed 
charge, on a certain date, from Montreal to Toronto. 
We Signed to one firm and a competing firm wanted 
the rate but they didn't like the fact that they would 
not be on the title page of the agreed charge. They 
only gave us notice of intent. 

I gave that statement to you to indicate 
the highly competitive situation between industries. 
That's all I had in mind there, sir. 

aa t That is all that was involved in that? 

A. : Plus a rather rough telephone call. 

Q. You indicated this morning that you 
were seeking to increase the number of agreed charges; 
is that correct? 

A. Yes, sir. I think I can perhaps say 
that the agreed charges are not static. They are 
being constantly reviewed to see -- to make sure 
they are on a realistic competitive basis. In other 
words, competitional change. And we try to change 
that competition, or perhaps I should say rola with 
the punches. 

Q. And you are seeking to increase the 
number of agreed charges through that particular 
medium? 


A. We are seeking to increase the number of 
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agreed charges in any way we can, because our 
competitors om and I'm not poniehile Sorel nag about them -- 
but our competitors definitely go out and try to get 
business from us. We have the contractual privilege 
and we try to protect ourselves in that way. 

Q. By getting a committed volume of 
business --- 

Aw Yes, sir. 

Q. --- at a lower rate than what might 
otherwise be charged? 

A. No, not at a lower rate. I know that 
is the general impression, but under agreed charges 
we try to make them realistic competitive rates. In 
other words, an agreed charge is not a give-away rate. 
I would like to stress that, because while we have 
been approached -- I am the first to admit we have 
been approached on many occasions in giving up our 
rate -- that we should have a lower rate. We take 
a rather dim view of that approach. 

Q. Why would a shipper ever agree to 
permit his movement to your particular line if he 
was not intending or hoping to get some benefit rate- 
wise? 

A. Perhaps he likes our service. He has 
a year round service, and there may be a variety of 
reasons. He may want to work with us. He may prefer 
us to some other method of transportation. 

| I hesitate to diet ith this, but many shippers 
want to remain competitive with their competitors. 


And, by the same token, they want to keep in with us 
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because we buy certain commodities, and that is one 
reason why some people stay with us. It is in their | 
financial interest to do it. 

To indicate agreed charges are sub-normal 
because a fellow signs a contract -- that is entirely 
wrong. Because the other fellow doesn't have to 
Sten!” You don't put a gun to his head and say 
"you have to sign". 

Q. But this applies in the normal course -- 
as an invitation for. him to sign, he would expect 
tO get something. lower in the way of rates? 

A. It doesn't work out that way. I had 
the same thing put to me by an American in Tulsa, 
Oklahoma. He has the same problem as you are confronting 
ae with now. We definitely do not go any lower than 
we have heb be it market or transport. 

Q. But you do come down to the truck 
competition, if that is the competition; is that 
correct? | 

A. We meet it to the best of our 
knowledge and ability. 

Q. By meeting it with a lower rate than 
he would otherwise be charged? 

A. You are in a fallacy there. You say 
a lower rate. The trucks have a lot of services 
that the railways do not have . In other words, a 
trucker may Dead and unload the truckloads. The car 
load freight is unloaded by the receiver -- unloaded 
by the shipper. There are a lot of other services 


in truck movement which are not the case in respect 
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to the railways. 

And I will go a little further and tell you 
that we tried for years meeting truck competition 
by publishing the truck rates. We had no success 
whatever in getting it back. Sometimes we didn't 
get the printing rates out of the tariff. 

Q. Tou did go below them and get the 
business? | 

A. in some cases, yes. And in other 
cases, no. 

In some cases, the trucks have attacked 
us in other quarters. We may have got the business, 
say, fromA to B,and they would attack us from E to 
C. In other words, you cannot altogether meet the 
trucks competition. You cannot meet truck competition 
by publishing truck rates. It is impossible. 

Q. Each one is an individual problem? 

A. “Phere Iisa ‘Lot’ of Tast’ Toot’ work. 

THE CHAIRMAN: Do you not publish any 
competitive rates that are not compensatory? 

THE WITNESS: Oh; no, sir. No. As I 
said this morning, when we get into our low spot 
rates, we definitely put our costs on. 

THE CHAIRMAN: In some cases, you can't 
meet the competition? 

THE WITNESS: In many cases, we have to 
say we cannot meet the competition. We do not put 
motor trucks competitive rates in that are not 
compensatory. If we do, we have made a mistake. 


MR DICKSON: Q. Mr. McCoy, returning to another subject 
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in Exhibit 79-D, you indicate the bushels of grain 
handled in various years. If in any of those years — 
there eae been an increase. in grain movement by, 

say, ten per cent, what effect would that have had on 
the profits on your system? 

A. The handling of the grain itself, of 
course, would leave us in the same position we are 
in now -- perhaps a worse position. I am not talking 
about the grain itself but the additional nee in 
the farmer's pockets, we will say, in western Canada 
might well have the effect of priming the pump a little 
‘bit. He might be able to buy more refrigerators and 
automobiles, or perhaps a trip to Florida. 

We would benefit to a certain extent on 
westbound freight, but certainly not on the grain. 
Our profit on the westbound freight is not as good 
as it used to be because on motor truck competition 
we have had to put in a host of competitive rates 
from eastern to western Canada. In other words, we 
have not altogether benefited to the extent perhaps 
we should have, because we find in many cases there 
is a rather weird set of rates in effect. There 
will be a level westbound where the trucks have 
pretty good pickings; and eastbound, they will 
probably take anything they can get just to get a 
few dollars. If we could find out exactly what is 
going on, we would be happier. 3 

I have even heard of flour shipments from 
Winnipeg to Toronto. I don't think it is a regular 
thing, but --- 
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Q. Are you suggesting apart from this 
secondary benefit through the increase in the equity 
to farmers, if your movement was confired to increased 
grain that that increased grain movement would result 
doy ents increased loss position’ for the C.N.R.? 

A. Yes, sir, I would say SO. As a matter 
of fact, deena for the moment we are satisfied we 
are losing money on what you might say a short crop 
year. ite inert you handle, the more you are going to 
lose. That is the way I see it. 

Q. You seriously believe that is the 
position? 

A. Yes, sir, IL do. 

THE CHAIRMAN: We will take a five minute 
recess,- | 


---Recess. 


(page 3172 follows) 
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Q. Mr. McCoy, on page 6 again -- your 
table -- and particularly to the portion bearing the’ 
title "Grain and Grain Products -- Revenue per Ton- 
Mile," I understand that that does not include the 
revenue per ton mile which you obtained from the 
movement of other than export grain; is that right? 

A. That is tied up to statutory grain 
srarric. In other words, it would be domestic traffic 
that might be carried to Eastern Canada by rail, to 
Fort William, but the movement to Churchill and the 
Pacific coast ports would be export only. 

a At what rate does this domestic grain 
move? 

A. We could give you that information. 
The rates are available in the tariff But it is 
materially higher -- I can assure you of that. In 
fact, the grain rate local rates have een before 
the Transport Board in the last few years. 

If you have half a dozen representative 
origins and some destinations you would like we can 
have the figures taken off. 

Q. With specimen origins and destinations 
I am quite happy. 

ve There is another point I would like to 
make, and that is that I would doubt if there would be 
any great amount moving to Churchill, Manitoba. We 
could give you the range. They would be mostly paper 
rates; but perhaps Vancouver would be a good repre- 
sentative destination. Unfortunately, we have got to 


hedge that around with the fact that on feed grains 
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there is a subsidy. It isn't the rate that would be 
shown in the Tariff itself. ) 


Q. Perhaps I should ask what percentage 


of movement is domestic grain of the overall grain and 
grain products moved? 


A. I haven't got that figure. 

Q. Could you give us an estimate? 

A, We could try and work one up. i 
wouldn't guarantee that we could work one up. 

Q. Will you endeavour to do that? 

A. We will endeavour to do that, yes. 

Q. Does that figure of revenue per ton mile 

MR. MACDOUGALL: I am sorry, that last questio 
-~ did you ask about export and domestic grain? 

MR. DICKSON: Yes; export and domestic grain 
-- the percentage of the whole grain movement repre- 
sented by domestic grain. 

MR. MACDOUGALL: We can't give you that. 

MR. DICKSON: We had better have it over the 
system. 

THE WITNESS: You mean exported out of the 
country? 

MR. DICKSON: Q. The grain which you have 
in your table here. You have certain figures here for 
grain and grain products moving to export positions, and 
I would like. tovkmow if). . 4. 

MR. MACDOUGALL: He didn't call that export 
grain. 

THE CHAIRMAN: Is it not a fact that the 


higher rate {for domestic grain in the prairies means 
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that a lot of that grain is moved by truck? 

THE WITNESS: I wouldn't say all of it, no; 
I don't think: so. There may be some moved by truck. 
I know there is a movement of flour from Medicine Hat, 
Portage la Prairie and Winnipeg, and I believe by using 
competitive rates we got the business back. But it is 
my understanding that, where there is truck movement, 
there” 1s°no* doubt about’. > . 

THE CHAIRMAN: What about feed grain? 

THE WITNESS: Feed grain -- there may be some 
of that, yes. 

But my understanding of the question is that 
you want the general percentage of grain consumed in 
Canada as compared with the grain exported out of Canada? 

MR. DICKSON: Q. Yes. 

A. I might be able to get that from D.B.S. 

MR. MACDOUGALL: Excuse me; I don't like to 
disagree with Mr. McCoy, but that we tried to get from 
Mr. Brazier and we couldn't get it. 

In the first place, we don't know whether you 
want. it by dollars or tons, or how you want it. And 
I assume, in fact, when we talk about export grain, the 
grain-that goes to the lakehead is sometimes called 
export grain and included in the statutory-rated grain. 

THE CHAIRMAN: That is to Ontario and Quebec? 

MR. MACDOUGALL: Yes; everything that comes 
into the lakehead can be at the statutory rate. It may 
be exported; and we are then in the great difficulty, 
in getting the information Mr. Dickson wants... 


THE CHAIRMAN: Can I suggest that you see Mr. 
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“ ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO McCoy, Cr-exX 3175 


(Dickson) 


McCoy, and I am sure if Mr. McCoy can get the informa- 
tion for him he will make it available. 

MR. DICKSON: Q. I shall put the question 
this way, as to the percentage of grain and grain 
products moved at domestic rates, Would that simplify 
pe 

A. No; that would make it almost an im- 
possibility, because you have export rates in the east 
as well as domestic rates and so it would not give you 
the entire picture, because there is an awful lot of 
grain moved by vessel from the lakehead even down to 
the Maritime Provinces, 

MR. MACDOUGALL: Perhaps we could just speak 
to Mr. Dickson after to see if there is any way in 
which we can help him, and if there is we would be 
glad Santi SO. 

MR. DICKSON: We can consult on that. 

Q. In the matter of feed grain, Mr. McCoy, 
are the feed grain revenues from those movements in- 
cluded in the revenue per ton mile of grain and grain 
products? 

A. Yes; the export position so far as 
Vancouver or the British Columbia ports on the coast 
are concerned and also the domestic export. 

Q. It is just the export movement? 

A. Yes; to the. Pacific coast ports and 
to Fort William and Port Arthur. 

Q. Coming to page 7, you have a sentence 
which precedes the quote from the 15% Case -- two 


sentences ahead it reads: 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO McCoy, er-ex 3176 
(Dickson ) 


"However, as the statutory and related rates 
are kept at a constant level and as increased com- 
petition necessitates the establishment of many 
additional competitive rates, the railways find 
it difficult to improve their overall average revenue 
per ton-mile without attempting to place on the 
non-competitive traffic the burden of increased 


operating costs . ust 


What do you understand is the non-competitive 
traffic? 

A. The traffic which is not subject to 
other modes of transport, or not subject to import or 
market competition. In other words, another cruel 
phrase is, perhaps, "competitive traffic to railways." 
For example, I would say iron ore might be one. 

ang. Would most of the traffic of the Prairie 

Provinces fall into that category? 

a No, not by a Jugful « -- no, sir. As 
a matter of fact, if you look at our Tariff you will 
find mentioned the motor truck competitive rate, and 
in the east-west territory the same. Competition has 
spread out, as I said this morning, from one a of the 
country to the other. I mean, highway competition. 

Q. You have quoted, on page 7; this extract 
from the 15%@ Case... 

WR. DICKSON: I suggest that, as it stands, 
it is somewhat bobtailed, as evidenced by some of the 
questions and answers which you have given earlier. 


I would like, with the Commission's permission, 


to quote from several paragraphs which precede this 
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particular section, so that it is in the record. 

This extract, Mr. Chairman, commences with - 
the words "These factors indicate . ..", and I suggest, 
without knowledge of the other factors to which refer- 
ence is made, it isn't, perhaps, satisfactory. 

THE CHAIRMAN: Go ahead. 

MR. DICKSON: I quote from page 91 of Canadian 
Railway and Transport Cases, Volume 76: 

"It will be noted from the above table that 
the proportion of the revenue from 'class rates! 
has declined materially since 1949, and is now 
only approximately one-half of the: 1949 pro- 
portion. Class rates are the highest rates 
charged by the railways and it is apparent that 
a large part of the class-rated traffic has 
either been diverted to highway transportation 
or, if still hauled by the railways, is now 
carried at lower commodity rates, competitive 
rates, or agreed charges. 

"It may also be observed that many com- 
modity rates are now made by the railways by 
simply reducing the rating in which an article 
is classified from one class to another class. 
Some of these reductions in classification 
ratings have been carried forward over a number 
of years. 

"Tt will be further noted in this respect 
that the revenue at non-competitive commodity 
rates has declined from 53.7 per cent in 1949 
to 41.3 per cent in 1956. 
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"The fact that the competitive portion 
of the traffic has increased from 8.9 per cent 
to 21 per cent, and the agreed charges (largely 
based on competition) have increased from 2.4 
ne cent to 10 per cent, is substantial confirma- 
tion of the situation with regard to the class 
and non-competitive rates." 

Q. On page 9, Mr, McCoy, about the middle 
of the page, you refer to the fact that in a particular 
year only 44.4 per cent of the production was handled 
by, fed. Do you see that? 

A. That is Exhibit 79-D, page 4. 

Q. It appears in 79-B. 

A. Line 12 -- at the extreme right of 
Ba 1 A dy 

| Q. Yes. The fact is, 1 suggest, that 
in the yearSyou indicate there -- 1957-58 down to the 
year LI Yale the actual total. of bushels moved has 
been very much of a constant; is that a fair statement? 
| A. PN a all gal is 

Q. There haven't been many wide fluctuations 

A. Yes, there have been wide fluctuations. 
I have not got the car loadings here, but I think they 
would indicate very clearly there have been large 
fluctuations. 

Q. In bushels moved? 

A. I would say large in bushels moved, 


flowing from the car loadings. 


(Page 3185 follows) 
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Q. Do you feel that this exhibit supports 
that view? 

K. Well, 70.6 per cent is the --- 

| Q. I am not talking about percentages, Mr. 
McCoy , but bushels, actual bushels moved in each of 
these years? 
| A. In other words, you are talking about 
the second column from the right? 

Q. That is right, and I suggest to you 
that a perusal of these figures would indicate that 
actually there is surprisingly little fluctuation 
in the actual bushels moved in that five year period, 

A. Well, in the 545 group or the 5i4, 
586,and the other extremity is 582, 754; in 1957 - 1958 
that is the difference of 68 odd million bushels, 
and I would say that is a substantial difference. 

Q. A little over 10 per cent. 

A. Ten per cent is high in some things. 

Q. You regard that as a wide fluctuation? 

A. Certainly. A ten per cent increase 
in our gross revenue would be material at any time. 

Q. I am talking about movements of grain. 

A. I appreciate that, but the same applies; 
it is a matter of degree. 

Q. Just one question on the joint exhibit, 
Mr. McCoy, related to the memo which you prepared; 
it is paragraph 31 on page 11 of the joint submission, 
exhibit 45. 

A. All right, I have it. 

Q. It starts off: "National policy as 
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reflected in the statutory grain rates has imposed 
upon the railways obligations and limitations..." 
and so on. 

Now, it is the word, "imposed" that I 
am questioning in the light of what you have quoted 
in your memo, which is an extract in the 15 per cent 
case, where the statement is made at tle bottom of 
page 7, quoting from the judgment, 

"!The statutory Raa rates, of course, 

are the result of a contract made in 1897 

between the Canadian Pacific and the 

Government of Canada, for which that 

railway received certain considerations,...'" 
and so on. 

How do you reconcile that word "imposed" 
and the statement which appears from the judgment 
to the effect that these rates are the result of a 
contract? 

A. Well, Parliament, as I understand, 
took them out of the contractual base and made them 
statutory, and the Canadian National was caught with 
rates at an 1899 level. 

In other words, we had what you might say 
truthfully was an unrealistic rate level imposed on 
the Canadian National, because certainly I don't know 
of any rate man today who would ever - I mean, railway 
rate man, who would ever dare to make a freight rate 
related to a Crow's Nest grain rate and expect to 
come out even, 


Q. This statement has reference more 
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particularly to Canadian National? 

A. It is a joint submission but I think» 
that the application is perhaps a little bit more so 
on the Canadian Pacific because they have a greater 
tonnage of grain than Canadian National. 

Qe You do recognize this statement from 
which you have quoted in the memorandum that the 
rate is as tl result of this contract; that is a 
fact? | 

Ae They flow from the contract, 

MR, DICKSON: All right. 

THE CHAIRMAN: Mr. Wood? 

MR. WOOD: Sir, first of all I would like 
to say that my voice is bad because I have developed 
a bit of a virus, but I would like some clarification 
on one point that arose this morning with respect 
to the comments on the movement of grain from Edmonton 
to Fort William. My information is that the terminal 
there, which was referred to as being owned by 
the Alberta Pool is, in fact, leased to and operated 
by Manitoba and that the movement of grain - at least, 
the grain to that terminal is very negligible, indeed. 
This is simply to clarify, apparently, some 
misunderstanding. 

THE CHAIRMAN: Alberta purchased tlat 
terminal as an investment. 

MR,' SINCLAIR: I wonder if we could be told 
whether it is a profitable investment, particularly 
in the last two or three years. I put that formally 


as a request for information. 
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MR. WOOD: Well, I refuse to give it. 

MR, SINCLAIR: On what grounds? 

MR, WOOD: I don't think it is relevant. 

MR. SINCLAIR: I think it is relevant to 
show that the Alberta Wheat Pool is a grain handling 
organization for profitable investments,and I think 
that athe the Commission should be vitally concerned 
about that. 
THE CHAIRMAN: I think we have enough 
territory to cover without going into that. 
MR. SINCLAIR: It is in connection with 
a submission which I might want to make at a later 
stage, and I think the information I have requested 
is necessary for it, and I would ask the Commission 
to direct Mr. Wood on behalf of his clients to 
produce that information, That would be my 
submission, and I so ask the Commission. 
THE CHAIRMAN: Undoubtedly, Mr. Sinclair, 
you will have a Witness from the Alberta Pool before 
we get through with this business, and he would be 
the proper person to ask and to answer that 
question. | 
MR. SINCLAIR: Mr. Chairman, with your 
permission, it would be my submission that it would 
assist me in my cross-examination of that witness 
if I had this information in advance so that I could 
properly understand it and put the questions for 
the assistance of the Commission. 
THE CHAIRMAN: All it is is to assist you 
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MR, WOOD: Is Mr. Sinclair prepared to pay 
for the cost of developing it? 

MR, SINCLAIR: The answer to that question 
is yes. On that basis we will be supplied with it? 

MR, WOOD: I doubt it. 

MR. SINCLAIR: My answer to that is yes, 
and I am glad that ty ‘frterd Put “10. 

THE CHAIRMAN: We will consider your 
request. | 
CROSS-EXAMINATION BY MR, WOOD: 

, Qe | Can you advise me as to the minimum 
loading applicable to class 8 freight in 1925? 

A. IT haven't got the classification for 
class 8, but it is my recollection that it is about 
the same as it is today. I don't know whether it 
has been changed or not, but I don't think so. I 
think it is around 30 or 36 thousand, lbs. per car. 

Qe That leads into the second question; 
I wondered if you could S198 me information as to 
the loading applicable to class 33 in 1958? 

A. Class 33? That would be rather 
aqdiffieuit; I don't know whether I could get it or 
not, but you will have to give the various commodities. 
That is usually a grain classification or rating, 
and you would have to also say if you want it in 
commodity rated traffic, class rate traffic, an 
average of both, or do you want it broken down 
individually? 

Q. I want an average. 


A. Average only? 
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Qe Yes. 

A. On the commodity rated class in 
column 30. I don't know whether I could get that 
or not, but I will make a run at it. 

Q. Perhaps I can. find that out sater,. 

MR.» MACDOUGALL: Is the grain the item which 
you are particularly interested in? 

THE WITNESS: I am just informed that the 
classification is 40 thousand at the present time; 
what it was in 1925 I can't say at the moment. 

MR, WOOD Q: My information on that is 
that it is 30 thousand. 

A. Well, at least we have made some 
progress in our classification, 

Q. Yes. Now, one last question, Mr, 
McCoy; to your knowledge did any grain or grain 
products whatsoever in 1958 move on class 30 
rates? 

A. I couldn't give you a specific answer 
to that question without going through ail of our 
waybills, which would be hundreds of thousands. 

Qe I simply ask it to your knowledge. 

A. Not to my knowledge, I don't know. 

MR. WOOD: That is all, thank you, 

MR. FRAWLEY: He wouldn't mind doing that 
if he paid for it. 

THE CHAIRMAN: Mr. Frawley? 

MR. SINCLAIR: Before Mr, Frawley starts 
to cross-examine Mr. McCoy, I indicated a few days 


ago to one of my friends that there would be certain 
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information we would like from Alberta, and as time 
is going on I think maybe I had better formally 
put this on the record if this is a convenient time. 

MR. FRAWLEY: This will take a half an 
hour. 

MR. SINCLAIR: So that we will not have 
to give them to him all at once, but let him get at 
his job, I was wondering if he could find out from 
his clients in Alberta what was the effect of prices 
on commodities arising from reductions flowing from 
the one and oneexthird group; that is number one, 

What was the effect of prices on goods 
in Alberta resulting from the reductions flowing 
from the applications of the bridge subsidy? 

Thirdly, what was the reduction in prices 
of goods in Alberta flowing from the roll back 
that was instituted under the Act passed last year? 
That is merely a notice to my friend; I thought 
I should put it on the record, but I don't think 
he needs to answer it now. | 
| MR, FRAWLEY: Don't be too technical. 

THE CHAIRMAN: What do you want to cover? 

MR. SINCLAIR: Such representative ones as 
my friend may wish. 

MR, FRAWLEY: Leave it to me. 

MR, SINCLAIR: I wish that my friend would 
consider this as his notice, 

MR. FRAWLEY: Yes. 

MR. SINCLAIR: And if he can't supply.it, 


then what can he supply in substitution for it, and 
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the purpose of it is to enable the Canadian Pacific 
to deal with the question of whether freight rates 
are and what effect they have upon the prices of 
goods in Alberta. 

THE CHAIRMAN: And he is paying for all 
this. 

MR. SINCLAIR: I would be glad to discuss 
the supplying of that information, and I think I would 
be able to arrive at a mutually satisfactory 
disposition of that question. 

MR, FRAWLEY: It will be pretty hard. 
CROSS-EXAMINATION BY MR, FRAWLEY < 

Qe Mr. McCoy, I gave you this morning 
a document, CNR Statement A, which is really a 
reproduction, virtually, of your exhibit 58-14 in 
the 17 per cent case, 

As Yes, 

MR. FRAWLEY: I would like to offer that 
as an exhibit. I gave the secretary some copies of 
it this morning and the number will be ---? 

MR, COOPER: Exhibit 80, 
EXHIBIT NO, 80: Canadian National 
| Railways estimated 

result of general 
freight increase of 
19 per cent (25 cents 
per ton on coal and 
coke) for the 14 month 
period, November 1, 195 
to December 31, 1959, 
before the Board of 
Transport Commissioners 

MR, FRAWLEY Q: Now, Mr. McCoy, would you 


mind looking at the statement for a moment, You 


told my friend Mr. Dickson that you were busily 
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engaged in increasing the number of agreed charges. 

A. Well, I didn't say I was personally 
busily engaged; I said the railways were constantly 
reviewing those, They are under constant review. 

Qe So, the railways are busily engaged 
in increasing the number of agreed charges? 

A. We endeavour to not let them go too 
long. 

Qe Well then, looking again at that 
exhibit, that is, you would increase the number of 
agreed charges, and then that item Number 6, "All 
other freight traffic" would shrink, wouldn't it? 

| A. That might shrink; it would all 
depend upon the conditions prevailing at the time, 
For example, you might have a large upswing in 
railway transportation and the dollar might remain 
ge same, but the percentage would change. 

Q. You would expect that item 5 "agreed 
charges" to inate nes and then item 6 "all other 
freight traffic" would shrink? 

A. That might be, yes sir. 

Qe And that is the item, item 6 "all 
other freight traffic" which was 35 per cent of the 
revenue for that test period; that is the item 
which took 73 per cent of the last freight rate 
increase? 

A. That was the estimate at the time, 
yes sir, and had the grain rates gone in the 
percentage would have been higher. 


Q. I wouldn't want you to fail to mention 
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that. However, the fact is that 73 per cent of 
that freight rate increase that you applied for, 
in the case of Canadian National, was coming from 
the 35 per cent of the traffic revenue, and this 
was an estimated traffic period of November lst, 
1958 to December 31, 1959, but at that time you were 
estimating the agreed charge leading up to the 
31st Of December, 1959, 

A. That is right, sir. 

Q. The agreed charges have been coming 
along pretty briskly, haven't they? 

A. That would be one way of sayig it, 
yes; they certainly have increased, there is no 


question about that. 


(Page 3197 follows) 
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TORONTO, ONTARIO McCoy, cr-ex 3197 
(Frawley ) 


Q. Now, IL obtained through the courtesy 
of the Board's Traffic Department thasefigures, and I 
would like to put them on the record --- 

A. Just a moment, sir; I would like to 
check them as you go along. 

Q. I am told that as of today -- you could 
not do any better than that -- there were filed 880 
agreed charges? 

A. Well, as at December 31st, 1959, my 
check is 876. Eight hundred and seventy-six agreed 
charges were issued; 760 were in effect as of December 
31st last year. | 

Q. Now, I will give you today's figures. 
They gibe very well with that. Total filed 880, 
less charges cHaneehieds 117, leaving 763, of which 
757 are in easaetiand the remaining six are filed, 
but they are in the waiting period waiting to become 
effective. Now, with that situation, I might look 
at your Exhibit 78, or the railways' Exhibit 78, 
which was filed a day or so ago, and I want ---- 

A. That is the Canadian Pacific. 

Q. Is it a Canadian Pacific exhibit? 

A. Yes. 

Q. Let me ask, then: are these agreed 
charges only the agreed charges in which Canadian 
Pacific are interested? 

A. No, the Canadian National are interested 
in them. rs. 

Q. Well, then, I can discuss them just 


as satisfactorily with you. 
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i ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO McC Oy, cr-ex 3198 
(Frawley ) 
A. Some are Canadian Pacific and some, 


I believe, Canadian National. 

Q. let me go back to Exhibit 80 for a 
moment. You told me that, in view of the increase in 
Agreed Charges and in competitive rates, your com- 
petitive rates are also increasing all the time? 

ay That is correct. 

Q. And every time you file a new competitive 
rate it displaces a class rate or a non-competitive 
commodity rate? 

A. That is correct, yes, sir. But they do 
not become static. 

Q. No; I am just taking it step by step 
now. So looking at Exhibit 80, Items 4 and 5, and 
as Items 4 and 5 increase then Item 6 undergoes a 
shrinking process? 

A. It may work out that way; I wouldn't 
give a firm answer Yes. You would have to have your 
traffic pattern. 

Q. If you were privileged to go before the 
Board today with a rate case -- and there is one pending, 
an application for 12 per cent -- I am wondering -- - 
perhaps it is too speculative for you to help me or 
the Commission -- would you venture to say what per- 
centage of the total increase that you would be seeking 
would be taken from Item 6? | 

MR. MACDOUGALL: I don't think that is a 
fair question to put to Mr. McCoy. It is a hypothetical 
question. He asks if the case was before the Board 
what Mr. McCoy would say in answer, 


MR. FRAWLEY: I think it is somewhat 
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TORONTO. ONTARIO McCoy, cr-@X 3199 
(Frawley ) 


speculative, and we will pass on. 

Q. Would you look at Exhibit 78? When . 
I first saw that it looked to me like a 6ae-pace 
exhibit, but if you will look at it you will see that 
it has been broken down very conveniently into six or 
seven parts, and I would like to go through that with 
you now. If you look at the first page, you will 
see the heading: "Agreed Charges which were increased 
by negotiation as a result of the 21% General Increase, 
effective April 8th, 1948, authorized by the Board of 
Transport Commissioners for Canada, Order No. 70425, 
dated March 30, 1948." In other words, it appears 
that the company which prepared this exhibit has gone 
pack to 1948 --- 

MR. SINCLAIR: That is what Mr. Frawley 
asked us to do. That is why we did it. 

THE WITNESS: Of course, Mr. Frawley, I did 
not prepare this exhibit. 

MR. FRAWLEY: Q. You are very seldom at a 
disadvantage looking at an exhibit that has to do with 
freight rates. Just look at that and see if that 
isn't what the first page does? | 

A. That certainly is the way it reads. 


Q. I have marked that simply for convenience 


Now we go to what I call Statement "B", and 
they are the agreed oeaan which were increased by 
negotiation as a result of the 20% increase in 1950? 

A. Yes, that is the reading of the heading. 

Q. And then I go to the statement which I 
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call for convenience "C", and they are the agreed 
charges which were increased by negotiation as a result 
of the general increases there set out, 17% in 1952, 

9% in 1953 and 7% in 1953. That appears to be the 
situation? 

A. Yes, sir, that is the heading. 

Q. And then we go to the section which I 
have conveniently called "D", which consists of two 
pages, and that very clearly sets out that these are the 
agreed charges which were increased by negotiation as a 
result of the 11% general increase effective January lst, 
1957? | 

A, Yes. 

Q. And then we go to the three-page section 
which I have, just for simple convenience, called "E", 
and these are the agreed charges which were increased 
by negotiation as a result of the 17% increase of 
December lst, 1958? 

A. Yes, sir, that is the heading on page 1 
of three pages. | 

Q. And then we go to the next section, which 
I have called "F", which are the agreed charges con- 
taining the Standard Escalator Clause which has been 
increased to reflect general increases authorized by 
the Board of Transport Commissioners for Canada, and that 
is a one-page exhibit which I have called "F". 

There is a final page which I have called "G", 
agreed charges containing the modified escalator clause 
which have been increased due to the 17% general in- 


crease authorized by the Board of Transport Commissioners 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO McCoy, cr-exX 3201 
(Frawley ) 


for Canada, and the reference is Order No. 96300, 
17th November, 1958? 

Bsn That.is right. 

Q. If you will run through the exhibit 
with me now we find that what I call "A" has nine 
agreed charges which suffered an increase. 

A. © I°would not say the word "suffered" 
is the word to use. 

Q. Maybe they enjoyed it? 

A. That is better. 

G Then we go to Statement "B", and we 
find that eight agreed charges took an increase? 

A. Nes, 

Q. And then we go to "C" and we find five 
agreed charges took an increase? 

A. Lea. 

Q. Then we go to Statement "D" and we find 
fied y ie aoa charges took an increase? 

A. I am accepting your figures; I am not 
adding these, sir. 

Q. And then "E", the three-page statement, 
and there would appear to be thirty-six agreed charges 
took an increase, and the kind of increase they took 
appears in the remarks column on the right-hand side, 
and some of them run from big, little and small; I see 
50 cents, 60 cents, 55 cents and 63 cents, and so on. 
There is one here on lumber which went from 26 cents 
to 27 cents. 

A. You mean the one on page 2? Twenty- 


six cents to 27 cents, that is correct. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO McCoy, Gr~-ex 3202 
(Frawley ) 


Q. Then "E", thirty-six, and then we go 
to "F" and we find that twelve agreed charges took 
an increase; and then statement "G", we find that 
nine agreed charges took an increase. I haven't added 
them all up, but when you keep in mind that we now hawe 
757 agreed charges in effect, I suggest to you that 
there is nothing very monumental about the success 
of the railways in putting these up? | 

A. I can't agree with you, because, having 
gone througha great many of the negotiations, I can 
assure you that we have not given the entire picture 
by just showing the number of increases we have been 
successful in getting. Had eee an exhibit prepared 
which would have shown the ones that we tried to get an 
inerease on in which we were not successful, it might 
give a different picture entirely. I want to assure 
the Commission that we are not negligent; we are 
anxious to get the proper peas on a realistic and 
competitive basis. 

Q. I am not suggesting that the railways 
are not trying their utmost to get every cent out of 
the agreed charges; all I am suggesting is that the 
econdnté facts that the railways are faced with don't 
permit them to put the agreed charges up any more than 
they are. 
| A. ‘In certain circumstances, that is 
correct. 

Q. I would like to take you to page 13 
of your precis and ask you something about that. 


MR. MACDOUGALL: I might just mention, Mr. 
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“ ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO McCoy, cr-ex 3203 
(Frawley ) 


Chairman, that I have explained to Mr. Frawley that 
Exhibit 78 on the Agreed Charges includes, I am 
instructed, the local C.P.R. agreed charges from 
local points to other local points, but it does not 
include the local Canadian National Agreed Charges 
between our own local points. 

THE WITNESS: I have to differ with you. 

There is one here from Cardinal, Ontario, Canada Starch. 

MR. FRAWLEY: Q. You don't think that has 
been taken away from you? 

A. Not to my knowledge -- 153, D2. It 
might be joint. British Columbia, to Vancouver, it 
would be local. We would haul it ourselves. But my 
point is that on this exhibit there are agreed charges 
applicable from a local Canadian National point. That 
is my contention. 

MR. MACDOUGALL: Are there any more, Mr.McCoy, 
except that arity 

THE WITNESS: That is the only one I find 
in hastily going through it. I apologize in having 
to differ with counsel. 

MR. FRAWLEY: T am quite sure a statement coul 
be made to supplement it to show local agreed charges, 
but I will not press for that. 

Q. Now, Mr. McCoy, would you look at age 
13 of your precis in which you say that the reimbursement 
that you wish ero £88 Federal Treasury is an amount 
to reach a just and reasonable level of return? 

A. That is the end of the first paragraph 


on page 13? 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO McCoy, cr-ex 3204 
(Frawley ) 


Q. That is right. 

A. Yes, sir. 

Q. To read it clearly into the record, I am 
just reading from the fourth last line: 

"so. . and the railways be reimbursed for the 
cost of the work performed in handling this 
traffic by means of a payment made to them 
equal to the difference between the statutory 
rate and the amount found to be a just and 
reasonable level of return." 

Now, we can go a little further, can't we, 

Mr. McCoy, and I can put it to you that the just and 
reasonable level of return you seek for the export 
grain rate is the full cost? 

A. I don't know whether you could put it 
that way exactly. The amount found to be a just and 
bee Aepayie level of return is one thing, but if vou 
are going to operate your entire plant to just get your 
total cost, you would be in trouble. But in this 
ee the movement is basic to the plant, as Mr. 
Edsforth has testified, and while I want to qualify, 
we have not suggested anything, we have told.our 
story, and this is what we need. 

Q. For instance, take page 3 of the  state- 
ment Exhibit 46. I think we find it in several placés, 
but look at page 3 and paragraph 7. 

A. I just want to make it clear; that is 
all I am after. 

Q. That is right, and I think there isn't 


any question about it at all. In paragraph 7 -- there 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO McCoy, Ccr-exX 3205 
(Frawley ) 


would have to be a few corrections -- the paragraph says: 
| "The cost study shows that the present 

gross revenue from this traffic fails to meet 
even the variable cost of handling it. The 
gross revenues from this grain traffic should 
cover not only the variable cost but also a 
reasonable portion of the constant cost. With 
total costs shown to be $58.8 million during 
1958 and comparable revenues, of $28.6-million, 
an increase of 123 wr cent over the present 
revenue level would enable Canadian National 
to cover its total costs." 

That, I understand, is precisely what the Canadian 

National and the Canadian Pacific is asking. | 

If you turn to page 4, paragraph 10, you say 
there: 

"The application of conventional rate- 

making principles shows that an increase of 
125 per cent could be made in the existing 
rates without disturbing the 1927 commodity 
to class rate relationship." 

So I am quite right in putting it to you that 
what the railways think will turn this export grain 
rate into a just and reasonable rate and put it ona 
just and reasonable level is a rate which will give 
them a reasonable cost? 

A. On grain only; we are only talking about 
grain, I hope. 

Q. That is right. There is now a rate 
of 20 cents. Isn't the Edmonton and Calgary rate 20 


cents? 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO McC OY; 7, -2P-eCxX 3206 
(Mr. Frawley) 


Bs That is. my recollection. The. rate 
to Vancouver you are discussing? 

Q. That is correct; and, notwithstanding 
that the Alberta Wheat Pool has bought an elevator and 
rented it out at the lakehead? 

A. I qualified that in my statement, I 
think, yesterday or today. In fact, I have.got the 
ownership statement from the Alberta Wheat feat 
Alberta issue. | 

Q. You read that.issue? 

A. I find it very illuminating. Manitoba 
Pool No. 9 is owned by the Alberta Wheat Pool, but is 
operated by the Manitoba Pool. 

MR. FRAWLEY: I have just checked the 
rate from Calgary and Edmonton to Vancouver. It is 


20 cents. 


(Page 3210 follows) 
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* ANGUS, STONEHOUSE & CO. LTD. McCoy, cr. eX, 3210 
TORONTO. ONTARIO (Frawley ) 


Q. What I am interested in is what you 
would make that rate, Would you make that rate 
125 -- would you put 125 per cent increase on that 
rate? 

A. That would be a 45 cent rate, as I 
would calculate it. 

Q. Yes. Well that's right. You would 
double it plus. It would now become 45 cents? 

A. Yes, sir, and that would be 45 -- 81 
cents, your corresponding Seattle rate from Shelby, 
Montana, | 

Q. Put that in right there, 

A. That would be 56 cents less. 

Qe Put something else right down beside 
it. What is the domestic rate from Edmonton 
to Vancouver? 

Ae I haven't the figure there, 

Q. t am sure Mr. Frawley has it. 

A. He has the erain rate, but he has 
not got it here, 

Qe This is just an export grain inquiry. 
He hasn't got the import grain rate, I think it 
is somewhere up around -- now, it has reached about 
60 cents plus? 

A, I would say it would be in the 
vicinity, probably, of 62 cents. But I gave my 
memory a terrific test on that one, 

Q. You are asking the export grain to 
carry the full cost and this 45 cents, but you 


havent any compunction in asking domestic grain to 
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ANGUS, STONEHOUSE & CO. LTD. NeCoy., .cry) eX. 3211 
TORONTO. ONTARIO (Frawley ) 


carry the full cost plus half as much again? 

Ae That is ordinary business practice, 
sir. 

Qe Yes, of course it is. 

Now, I want to talk to you about some 
other rates. And I think for your convenience I 
will give you a copy of two rate compilations 
that have been made for me and I'm afraid,Mr. 
NoGoyythat there is nobody else but you and I 
are going to be able to participate in this. 

MR, SINCLAIR: Mr, Chairman, I notice 
that it is just nelese 4:00 o'clock and I presume he 
is going on to another subject. 

THE CHAIRMAN: Well, I thought the same 
thing. 

| MR. SINCLAIR: And I want to say this, 
sir, and that is why I rise,with your permission, 
and Mr, Frawley's permission, so that also Mr, 
MacDougall would have the do arate anne of looking 
at this little tete a tete they are going to have, 

I would want to make it clear that the 
request I made is for the development of information 
as to the effect Ne prices in the ue of 
Atbarta resulting from specific rate changes. 

| I would also like to say that I am not 
picking out Alberta. 

MR, FRAWLEY: I thought that was just 
some more discrimination against Alberta. 

MR, SINCLAIR: With your permission, 


Mr. Frawley, I would like that information also as 
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ANGUS, STONEHOUSE & CO. LTD. McCoy, cr. eX. 3212 
TORONTO. ONTARIO (Frawley ) 


it applies to the bridge subsidy and the roll-back 
from the Province of Manitoba and from the Province 
of Saskatchewan, and, as I say, we would likely 
have other requests for these pret neous ee nee tae 
us in assisting the Commission, as we see it, But 
I did not want my friend to think that there was 
any joke about thig at all. We do need this 
information as we see it to make a proper 
presentation to the Commission, We have no way 
of ascertaining it. The information must be 
wholly in the hands of the people they represent, 
seeing that they represent, as some of them have 
said, all of the people of Alberta, or all the 
ae of this place or that. So, therefore, I 
do think, Mr, Chairman, I would like it to be 
known that we were not picking out Alberta; that 
we want that extended also to Saskatchewan and 
Manitoba, insofar as the three points. the rate 
changes, were applicable in those provinces. 

MR, FRAWLEY: I will have to look at the 
transcript in the morning to see what my friend 
is referring to, If this information is available 
in any of the departments of the government of 
Alberta, I am quite certain it will be forthcoming 
very quickly. If it is not in any of the 
departments of the government of Alberta, I haven't 
an idea of what my friend expects me to do, 

MR,’ SINCLAIR: May I take it that my 
friend on behalf of the government of Alberta is 


refusing the request if it is not readily available? 
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~ ANGUS, STONEHOUSE & CO. LTD. McCoy, cr, ex 3213 
o 


TORONTO, ONTARIO 


(Frawley ) 


MR,’ FRAWLEY: I do not know what he 
is expecting. 

THE CHAIRMAN: We are giving the matter 
considerable consideration, 

Now, Mr. Blair, I see you are here, and 


our friend, Mr. Brazier, I understand was under 


the weather out in British Columbia, 

MR, BLAIR: Yes, he is. Mr, Brazier was 
in touch with me yesterday. He finds he is not 
well enough to come down, certainly for the early 
part of this week, and it may be that he will not 
be able to come down before the Commission rises, 

There are a few questions which the 
Province of British Columbia would like to put. 

THE CHAIRMAN: I understand, Mr, Blair, 
that you are busy in another place, and that you 
may be there tomorrow morning. If it was agreeable 
to you if you come here at 2:00 o'clock tomorrow 
afternoon when Mr, McCoy will be here, you may 
cross-examine him at that time, 

MR,BLAIR: I very much appreciate the 
consideration, Mr, Chairman, 

THE CHAIRMAN: We will adjourn now until 
10:00 o'clock tomorrow morning. 


-~--Whereupon the hearing adjourned at 4:00 p.m. 
to resume at 10:00 a.m., Wednesday, January 20, 1960. 
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